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DEPC PS 
UNITED StAiLo Ot AMERICA 


PREFACE 


The Committee on Foreign Relations on January 14, 1958, decided 
to undertake a review of conditions and trends in the world and of 
the policies and programs of the United States with respect thereto. 
The committee initiated this review by holding a series of hearings in 
order to obtain information regarding the current policies of the 
United States. 

The hearings held in February and March of 1958 are printed in 
part 1 of Review of Foreign Policy, 1958. The hearings held from 
May 2 through May 12, 1958, are printed in part 2 of Review of 
Foreign Policy, 1958. 

This volume, part 3 of the hearings, contains testimony presented 
to the committee on May 16, 1958, on United States policies respect- 
ing Canada. On that date the committee heard Hon. Livingston T. 
Merchant, United States Ambassador to Canada, and Dr. Perey 
E. Corbett of the Center for International Studies of Princeton 
University. 

Hearings held subsequently will also be published. 

THEoporE FRANcis GREEN, 
Chairman. 
J UNE 20, 1958. 
mm 
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FRIDAY, MAY 16, 1958 


Untrep States SENATE, 
CoMMITTEE ON Foreicn ReExations, 
Washington, D.C. 

The committee met, pursuant to recess, at 10: 16 a. m., in room F-53, 
United States Capitol, Senator Theodore Francis Green (chairman) 
presiding. 

Present: Senators Green (chairman), Fulbright, Sparkman, Hum- 
phrey, Mansfield, Morse, Wiley, Smith of New Jersey, Hickenlooper, 

anger, Aiken, and Capehart. 

The Cuatrman. The meeting will please come to order. This morn- 
ing the Committee on Foreign Relations will resume the hearings 
which it is holding for the purpose of reviewing United States foreign 
policy. 

Our subject today is United States policies respecting Canada. The 
first witness is the American Ambassador to that country, Hon. Liv- 
ington T. Merchant. 

Mr. Ambassador, I realize that you put forth a special effort by 
returning to this country in order to appear before this committee. 
We are highly appreciative of your cooperation in this regard. 

Please proceed in your own way. 


STATEMENT OF HON. LIVINGSTON T. MERCHANT, UNITED STATES 
AMBASSADOR TO CANADA 


Mr. Mercuant. Mr. Chairman, I am delighted to be present before 
the committee this morning and delighted to have the opportunity 
of reporting on our relations with Canada. I know the deep interest 
wen this committee has in our friendly neighbor and ally to the 
North and I welcome your concern that all possible steps be taken 
to preserve and seeniatiee the close relationship which has developed 
between our two countries over the years. 

It is almost exactly 2 years ago that I took up my post in Ottawa 
as United States Ambassador to Canada. Before my arrival I had 
some familiarity with the country through visits, both official and 
personal. 

I had many Canadian friends. In addition, in the 3 years or so 
from 1953 to 1956 during which I served as Assistant Secretary of 
State, I had been responsible to the Secretary of State for our relations 
with Canada. 
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IMPORTANCE OF UNITED STATES-CANADIAN RELATIONS 


There has never been any doubt in my mind that from every point 
of view there is no friendly country with which our relations are 
more important than our relations with Canada. This is true for 
many reasons: geography, magnitude of the trade between us, the 
size of the investments citizens of each country own in the other, 
the unique position of Canada as the North American member of the 
British Commonwealth of Nations, the influence of Canada’s voice 
in organizations such as the United Nations, the North Atlantic 
Council, the Organization of European Economic Cooperation, and 
the Colombo plan, in all of which we also are represented, and, finally 
because the nature of the military threat which confronts us has 
impelled us both into common, cooperative arrangements for jointly 
defending this continent. 


CANADIAN FEELINGS OF FRIENDLINESS AND APPREHENSION 


I have likewise at no time had doubts as to the fundamental feel- 
ing of friendliness existing between Canadians and the people of our 
own country. One should not, however, overlook the fact that, arising 
from different histories and particularly the disparity in size between 
our populations and our economies, there exists in the minds of prac- 
tically all Canadians, never far from the surface, the sort of appre- 
hension which I think we ourselves would have if across our border 
there were 10 times as many active, energetic, and at time restless 
people burdened with worldwide responsibilities in a troubled time 
and hence turning to our concerns only a fraction of the attention 
that we would believe they deserved. 

I have heard on all sides in Canada, from Newfoundland to Van- 
couver, and from all sorts of people the complaint that the United 
States takes Canada for granted. They don’t like it; in fact, nobody 
wants to be taken for granted. 

The variety and complexity of our points of contact and relation- 
ship with Canada mean that there are problems between us every 
day. Some of these arise in the sector of private business; some in 
our governmental relations. On the whole, I think I can say that 
our relations have been excellent and remain so. Certainly we could 
not possibly look for more effective cooperation than exists in our 
common defense efforts. As an example of this, within the past few , 
days notes have been exchanged between the two Governments, for- 
aeene the arrangements for the joint air defense of the continent. 
Certainly no country is stouter than Canada in its support of the 
same principles of freedom and justice that we believe in both in the 
United Nations and in other multilateral forums. 


CHANGE IN CLIMATE OF UNITED STATES-CANADIAN RELATIONS 


Having said that, I must add that, in my judgment, there have 
been for a year or more signs of a change in climate or temperature 
in our relations. This change which I think I detect is reflected in 
steadily growing criticism of certain policies of the United States 
Government and of actions which are assumed to reflect policies of 
the United States Government. 
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Nonetheless, there is, as I have said, a basic friendliness and re- 
ciprocal respect between our two countries and a recognition on the 
part of each that there is an inescapable need for the other. This 
underlying attitude, however, provides no guaranty that our relations 
will be always smooth. 


CONGRESSIONAL INTEREST IN CANADA 


I am certain that we can solve all the problems that arise between 
us. It will, however, require on our part—as well as on the part of 
Canada—the devotion of the time and attention necessary to study 
the facts, to learn the other’s point of view and then to find answers 
which are consciously equitable to both. 

I am, therefore, especially pleased that this committee has chosen 
to study United States relations with Canada and that Canada is 
the one country to be the subject of a separate and individual study by 
this committee. Also a source of deep satisfaction to me have Kieéin 
several recent study trips to Canada by Members of the Congress, 
including one last October by the distinguished chairman of this 
committee. I sincerely believe that such congressional visits to Can- 
ada are of inestimable value in promoting a better mutual under- 
standing on both sides of the border of our respective problems and 
viewpoints. I earnestly hope that Members of both Houses of the 
Congress will consider more trips of this sort to Canada in the near 
future. 


COMMON INTERESTS BETWEEN CANADA AND THE UNITED STATES 


The geographic facts of life have inextricably linked the political, 
economic, and defense interests of the United States and Canada. 
With no other foreign country are the relations of the United States 
as close as with Canada. Because of the wide range of common in- 
terests between the two countries, the areas of possible friction are 
great. This increases the importance and magnitude of the task of the 
maintenance of satisfactory relations. 


CANADA’S GROWING CONSCIOUSNESS OF NATIONALISM 


The disparity in population and power between Canada and the 
United States has understandably created a defensive reaction on the 
part of Canadians which takes the form of sensitivity to any real or 
fancied slight to Canadian sovereignty. 

Notwithstanding the basic soundness of present Canadian-United 
States relations, there is in this rapidly developing nation a growing 
consciousness of national destiny and nationalism. The United States 
must be constantly attentive to this development, and continue to 
exercise great care in all aspects of relations with this country. United 
States representatives both at home and in Canada must be alert to 
forestall local irritations or criticisms. 

The growing nationalism in Canada can result in difficulties, par- 
ticularly if knowingly or unknowingly the United States or its repre- 
sentatives act in ways which appear to Canadians to infringe on their 
sovereignty or appear to overlook economic interests which Cana- 
dians regard as vital. 
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CANADA’S IMPORTANCE TO SECURITY OF UNITED STATES 


Canadian sensitivity to the actions and policies of the United 
States is one of the political realities which cannot be overlooked in 
handling the problems inherent in the close relations between the two 
countries. This is particularly true of problems arising in connection 
with plans for the defense of the North American Continent. 

The tremendous importance of Canada, because of its location, 
to the security of the United States is self-evident. 

Joint defense arrangements with Canada are more extensive and 
more complex than with any other single country. 

In essence the two countries are defended cooperatively and on a 
continental basis. Annual United States defense expenditures on old 
and new projects in Canada are at least half a billion dollars a year. 
Substantial numbers of the United States Armed Forces are sta- 
tioned in Canada. The major part of this personnel, money, and ma- 
teriel is committed to the bases in Newfoundland. A large amount 
is in such projects as the distant early warning radar network built 
across northern Canada at an estimated cost of $300 million. In ad- 
dition there are many other joint projects involving men, equipment, 
and dollars on a lesser scale. 

These projects require constant and careful attention because of 
questions and difficulties over customs duties, labor laws and personnel 
and because of problems with employees, dependents, transportation, 
and related matters. All of these require close cooperation with the 
Canadian Government and assiduous effort on the part of the United 
States to respect and understand the viewpoints of our Canadian host 
and ally. 

DEVELOPMENT OF INTERNATIONAL WATER RESOURCES 


Another important area of joint interest is the development of the 
power and water resources of streams and waterways which lie be- 
tween or in both the United States and Canada. There are some 40 
streams which cross the international border. For optimum develop- 
ment complete cooperation is required between our two countries. 
Steady progress or successful arrangements have been made in a con- 
siderable number of these involved cases. Among the complex prob- 
lems outstanding are those relating to the Kootenay, Columbia, and 
Yukon Rivers, all of which rise in Canada. The development of the 
Columbia River Basin, for example, involves diverse public and pri- 
vate entities on both sides of the border. 

A solution depends on the completion of joint engineering studies, 
which are due to be finished this fall, and on the extent to which both 
parties are able to proceed objectively toward a mutually advantageous 
agreement. 

A major example of what is possible in the way of solution to trans- 
boundary water matters, is the St. Lawrence seaway; a difficult prob- 
lem ultimately transformed into a magnificent engineering achieve- 
ment with enormous benefits for both countries. The seaway will be 
officially opened early next summer. 
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CANADA’S EMERGENCE ON INTERNATIONAL SCENE 


Canada’s emergence since World War II as an important factor on 
the international scene has been one of the remarkable developments 
of the postwar period. Canada plays a major role in NATO, in the 
United Nations and its organs, in the Colombo plan, and in the Com- 
monwealth. In Indochina it is a member of the international control 
commissions. 

In the Middle East, General Burns, a Canadian, was until recently 
Chief of Staff of the United Nations Truce Supervision Organization 
and is now comimander of the United Nations Emergency Force. 
Canada is a close friend of the United States and a stanch supporter 
of the free world. 


CANADIAN KNOWLEDGE OF THE UNITED STATES 


A unique factor in our relations with Canada is that Canadians are 
informed, as no other people are, regarding events and developments 
in the United States. 

As unfortunately so often is the case abroad, they are particularly 
well informed about our failings and weaknesses and somewhat less 
conscious of our achievements and qualities. On the other hand, they 
feel deeply, and perhaps justifiably, that we in the United States are 
relatively uninformed on developments and the pattern of life and 
government in Canada. 


CANADA'S TRADE WITH THE UNITED SLATES 


Canada, as far as trade is concerned, is the best customer of the 
United States. With a total foreign trade in 1957 of $10.4 billion, of 
which imports were $5.6 billion and exports $4.8 billion, Canada has 
the highest per capita foreign trade of any country in the world and 
this trade is of corresponding importance to its economy. 

Two-thirds, or $6.9 billion, of Canada’s entire foreign trade was 
with the United States. Imports from the United States were $4 
billion, constituting 73 percent of total Canadian imports. Exports to 
the United States were $2.9 billion or 60 percent of total Canadian 
exports. Thus in 1957 Canada had a so-called unfavorable balance 
of trade with the United States of $1.1 billion. This dramatic, and 
from the Canadian point of view unfavorable, balance of trade in- 
creases the intensity of the Canadian reaction to any proposed meas- 
ures by the United States to restrict imports of goods and commodi- 
ties which Canada produces, such as oil, lead, zinc, and copper. This 
heavy dependence on external trade also adds to Canada’s resentment 
over the impact of United States surplus agricultural sales on Cana- 
dian exports of wheat to its traditional markets. I will say more on 
this later. 

In 1957 over a fifth of total United States foreign trade was with 
Canada. This includes 19.1 percent of United States exports—nearly 
4 times the amount shipped to the United Kingdom, our next best 
customer—and 22.3 percent of United States imports—over 4 times the 
amount imported from Brazil, our next most important supplier. 
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United States foreign trade with Canada was greater than with 
the whole of South America and nearly as great as with all of 
Western Europe, excluding the United Kingdom. 

To illustrate the importance to us of Canada as a trading partner, 
Canada is a major supplier to the United States of such raw and 
semiprocessed products as newsprint, pulp and pulpwood, nonferrous 
metals, nickel, aluminum, copper, fisssionable materials, sawmill prod- 
ucts, fish, and iron ore. 

Canada in turn provides an important market for United States 
manufacturers, particularly industrial machinery, automobiles, trucks, 
tractors and parts, electrical machinery and apparatus, chemicals, iron 
and steel mill products and metal manufactures, petroleum products, 
as well as fruits, vegetables, and other foodstuffs. 


UNITED STATES INVESTMENT IN CANADA 


United States citizens have approximately $8 billion in direct in- 
vestment in Canada. In addition, they hold over $4 billion of Cana- 
dian Government and municipal bonds and other portfolio invest- 
ments. 

This total long-term private investment represents about two-fifths 
of total United States private long-term foreign investment. The 
extent of United States control over Canadian natural resources and 
industry implicit in this direct investment of United States capital is 
a matter of deep concern to Canadians. 

Moreover, the concern is intensified by the concentration of this 
investment in certain key sectors of the Canadian economy. 


TROUBLESOME ASPECTS OF CANADIAN-UNITED STATES ECONOMIC RELATIONS 


As a result of the importance of our economic relationship, the fol- 
lowing five aspects of Canadian-United States economic relations 
are of mounting anxiety to the Canadian Government and people: 

1. The United States-Canadian trade balance—Canada annually 
buys far more goods and services from the United States than it sells 
to us. I should note, however, that in the past 6 months this excess 
of Canadian purchases over exports to us has declined. 

2. The magnitude of United States direct equity investment in 
Canada.—Canadians worry aloud over the extent of United States 
control over Canadian natural resources and industry, and the al- 
leged restriction of opportunity for Canadians to participate in the 
ownership and management of wholly owned United States sub- 
sidiaries in Canada. 

3. Protectionist trends in the United States—The Canadians real- 
ize that any additional protectionist measures will increase the exist- 
ing imbalance of trade. Many Canadians consider the United States 
tariff the major reason why Canadian exports are largely raw or 
semiprocessed rather than products processed in Canada. 

4. United States wheat disposal policies —This has been a major 





irritant between the two countries. Wheat is far greater in im- 
portance to the Canadian economy than to the United States. For the 
year ending June 30, 1957, Unied States wheat stocks were reduced 
by 125 million bushels, from 1,034 million to 909 million. 
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In the same period Canadian stocks increased by 143 million bushels, 
from 580 million bushels to 723 million bushels for the Canadian crop 
year ending July 31. 

About 44 percent of Canadian wheat is farm stored and farmers 
are unable to obtain payment for it until it can be delivered to the 
local elevator. Canadians consider that we give away our surplus 
wheat, drawing on our greater resources to pay our wheat farmers, and 
thereby undermine Canada’s export trade in wheat. 

Canada cannot afford to give away much wheat; it is far too essen- 
tial an element of Canada’s export trade. 

5. Oil—Canadians have watched happily but warily United States 
capital come to develop Canada’s western oil resources. 

They know their resources cannot be effectively developed unless 
there is access to their natural market in the Northern and Western 
United States. 

Canadians hope that we will keep this market open to their oil 
and they have trouble understanding our reasons for limiting oil im- 
ports. They consider themselves closely linked with us in defense, 
as indeed they are. 

They ask why oil is different from air defense. 


PROPOSALS OF PRIME MINISTER DIEFENBAKER 


During both last year’s and this year’s election campaigns, Prime 
Minister Diefenbaker has persistently advocated vigorous remedies 
and strong approaches to the United States in finding solutions for 
these problems. Since becoming Prime Minister on June 21, 1957, 
he has reiterated his determination to increase Canada’s wheat sales ; 
to correct, at least partially, the imbalance of trade between Canada 
and the United States and the heavy dependence of Canada on the 
United States market; to insure that future inflow of investment cap- 
ital into Canada is used for what he terms “the benefit of Canada 
and the Canadians”; and to promote greater processing in Canada 
of Canadian natural resources. 


CANADIAN PROTECTIONIST MEASURES 


Mr. Diefenbaker can be expected to continue to protest eloquently 
and with vigor what he considers protectionist actions by the United 
States, w hile at the same time yielding to protectionist pressure groups 
in C anad: a by imposing restr ictions on certain categories of imports. 

Canadian officials have repeatedly reaffirmed Canada’s intention 
to observe its commitments under the General Agreement on Tariffs 
and Trade. At the same time they point out that the flexibility of 
their commercial agreements provide “certain areas of maneuver- 
ability.” 

Canadian producers of agricultural and mineral products, and espe- 
cially of manufactured goods, have been pressing their Government 
for action to give protection to Canadian-produced goods, through 

tariffs, subsidies, quotas, or other means, primarily against ‘American 
competition. 

For ex xample, the Canadian Manufacturers Association has launched 
a “Buy Canadian” campaign; Alberta oil producers want a subsidized 
a and fruit and vegetable growers are clamoring against 
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what they claim is United States “dumping.” Canadian port and 
transportation interests are also alert to the possibility of persuading 
the Government to help them too. 


DESIRABILITY OF UNITED STATES PURSUIT OF LIBERAL TRADING POLICIES 


We have important economic interests in the Canadian market. 
I do not believe that we can expect to hold our position there unless 
the United States Government pursues liberal trading policies. The 
Canadian Government will take care of Canadian interests as it sees 
them. Our hope must be that it will continue to consider Canadian 
interests best served by expanded trade and investment, in a coopera- 
tive environment. 


IMPORTANCE OF OUR ECONOMIC RELATIONS WITH CANADA 


You will note that I have placed the greatest emphasis in this report 
on our economic relations with Canada. I have done so because the 
problems which arise from our economic relations are today upper- 
most in the minds of the Canadian Government and people. 

I say soberly and seriously that if we do not take all feasible steps 
to minimize what the Canadians regard as the harmful aspects of our 
economic policies, the consequences will be adverse to our otherwise 
basically good and close relations with Canada. 

They will also be harmful to our own economy, in dollars and cents. 

I sincerely hope that mutually satisfactory solutions may be found. 
In this regard, for example, Canadians have been watching closely 
the debate in the United States on the renewal of the Trade Agree- 
ments Act, the extension of which will connote to them evidence of our 
desire to cooperate with Canada in the economic field. 

Such action will serve to moderate the real danger of a rising pro- 
tectionist trend in Canada. 


IMPLICATIONS OF CONSERVATIVE ELECTION VICTORIES 


The conservative victories in the June 10, 1957, and March 31, 1958, 
Canadian elections inevitably will lead to a reexamination of major 
Canadian Government policies with significant implications for the 
entire spectrum of United States-Canadian relations. The strongly 
nationalistic attitude of the Conservatives may commplnate the main- 
tenance of relatively easy relations with the United States. Never- 
theless, I am convinced that with good will, effort, and attention on 
our part to Canadian problems and viewpoints, we can overcome any 
difficulties which may arise. 


CHARACTER OF UNITED STATES REPRESENTATION IN CANADA 


In conclusion I would like to say a word on two subjects. The first 
is the character of United States representation in Canada, and the 
second on what the Congress and in particular this committee might 
do to maintain and improve our existing relations with Canada. 

We have, of course, an Embassy in Canada’s capital, Ottawa. In 
a sense it is one of the few prewar type embassies in that there is 
attached to it no MAAG, no ICA mission, and no USTA mission. 
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As you know, Canada receives from us no mutual defense assist- 
ance and no economic aid, During the war and after Canada paid 
cash for everything it received from us. Canada has never been the 
beneficiary of any Vinif Jeame or assistance program. In fact, Canada 
has a very substantial program of its own in both military and eco- 
nomic aid. 

Canada’s assistance to other members of NATO in the form of 
weapons and military aid has been over a billion dollars. Translated 
into terms of our own population this is the equivalent of more than 
10 billion United States dollars. 

Similarly, Canada’s economic assistance to other countries, notably 
through the Colombo plan, is and has been roughly comparable to our 
own economic aid program in the same area, if one adjusts for the 
difference in population bet ween the United States and Canada. 

Consequently, there is in our Embassy no need for a MAAG or an 
ICA mission. 

I might say, however, that it is my strong desire that a small USIA 
mission be established in Canada working closely, of course, with the 
Embassy. 

We also have across Canada, from Newfoundland to Vancouver, 12 
consular posts. The competence and the devotion to duty of the 
entire official staff throughout all of Canada is of the highest order. 
I am proud of them and I think as you come individually to know 
them, you will be, too. 


CONGRESSIONAL RESPONSIBILITIES VIS-A-VIS CANADA 


Now for some of the things which it seems to me the Congress in its 
area of responsibility can do to help our relations. 

First, I would hope that all of you would maintain a continuing 
interest in Canada and in its problems. Canada is a proud and inde- 
pendent country. 

Any implication—however friendly and well meant—that Canada 
is a sort of a 49th State, infuriates Canadians. They are rightly 
proud of their country ; its bigness, and its future. 

In fact, they like oceasionally to point out to Texans that 6 out of 
their 10 provinces are larger than ‘Texas. I hope that increasingly 
Members of the Congress and particularly of this committee will visit 
Canada for the purpose of meeting Canadian officials, and business 
and labor leaders, coming to know the country, its people and its 
concerns. 

Secondly, I beg tha. you bear in mind Canada and its importance 
to us in the consideration of any future legislation which may affect 
directly or indirectly Canada’s national life, economy, and interests. 

Obviously we must legislate in the interest of the United States 
and not primarily in the interest of any foreign country. 

Notwithstanding, our interest must always be an enlightened self- 
interest, and it is to our clear advantage to consider the effect a bill 
may have on Canadian interests and take into account the Car adian 
point of view. 

If the resultant legislation may not be all that the Canadians would 
wish, at least this result should not come from negligence or inad- 
vertence or failure adequately to consult the Canadian Government 
in advance. 
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CONSEQUENCES OF FAILURE TO EXTEND TRADE AGREEMENTS ACT 


And then I would like to leave this final thought with you: Every 
informed Canadian in government and in private life is watching 
intently the progress of the legislation now before the Congress for 
the extension of our Trade Agreements Act. 

If tragically that act should fail or be mutilated in passage the 
Canadians are going to draw a very important conclusion from such 
a disaster. They are going to conclude that we are not a reliable trad- 
ing partner and that our great and far-sighted program of trade 
liberalization is dead. The consequences which would then flow from 
such a Canadian conclusion would have I think an immeasurable 
effect on our position as exporter to the Canadian market and on the 
availability to us of Canada as a dependable supplier of vital goods 
and materials, and, last, not least, might adversely affect the general 
tone and character of our relationship in the defense of this continent. 

If I may close on an understatement—these consequences would not 
be good for the United States. 


FREE ENTERPRISE OPERATIONS SOMETIMES CONFUSED WITH UNITED STATES 
GOVERNMENT POLICIES 


The Cuarrman. Mr. Ambassador, I want to congratulate you on 
a clear and convincing statement. We are also very much indebted 
to you for your being so frank in your suggestions of how some of 
these evils may be corrected and others avoided. 

May we ask some questions now ¢ 

Near the beginning of your statement you spoke of policies of the 
United States Government and actions which are assumed to reflect 
policies of the United States Government. Concerning a change in 
climate in our relations with Canada, you said: 

This change which I think I detect is reflected in steadily growing criticism 
of certain policies of the United States Government and of actions which are 
assumed to reflect policies of the United States Government. 

What are some of those policies and actions? 

Mr. Mercuant. What I had in mind, Mr. Chairman, in the second 
category are elements in relations with Canada which really relate 
to relations between private individuals or corporations, and there is 
a tendency I think at times in Canadian press comment, even editorial 
comment, to assume, for example, that the unfavorable balance of 
trade, the excess of — from the United States into Canada is a 
Government policy, where in fact it is not. The size of imports into 
Canada of goods from the United States is determined really by 
Canadian individuals, consumers buying what they want where they 
think they get the best terms. 

Similarly the question of United States investment in Canada, 
which in some aspects Canadians are concerned about, that investment 
is exclusively private investment, if you except the money that has 
gone into the DEW line and bases. 

There is a tendency, I think, in some Canadians’ eyes to confuse 
the normal operation of two free enterprise economies side by side 
with conscious, predetermined government policy. 

The CuarrmMan. Thank you for those illustrations. 
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CONCENTRATION OF UNITED STATES INVESTMENT IN SPECIFIC AREAS 


I notice that with respect to United States investment in Canada, 
you also said this: 


Moreover, the concern is intensified by the concentration of this investment 
in certain key sectors of the Canadian economy. 

To what do you allude there? 

Mr. Mercuant. Well, the private United States capital invested 
in Canada is, to a considerable extent, concentrated in certain manu- 
facturing areas and in certain raw material extractive industries. 

For example, there are three automotive manufacturing companies 
in Canada, General Motors, Ford, and Chrysler. Ford has a minority 
Canadian stockholding; Chrysler of Canada and General Motors of 
Canada are 100 percent owned by the parent companies. 

Consequently, the entire field of automobile manufacturing is done 
by American subsidiaries or American-controlled companies. 

Similarly, in the oil industry a very high percentage of the capital 
which has gone into the development of oil in western Canada has been 
through subsidiaries of American corporations. 

The Cuairman. Do you think it would be better if American in- 
vestment were spread more widely over the whole region ? 

Mr. Mercuant. I think there would be less concern today in Ca- 
nadian minds if the United States investment were spread, as you say, 
more evenly over the whole economy rather than tending to concen- 
trate in a limited number of activities. 

The Cuatrman. Thank you for your illustration. 


DIFFERENCE BETWEEN OIL AND AIR DEFENSE IN NATIONAL POLICY 


You said the Canadians were asking why oil is different from air 
defense. What is the answer? You are the American Ambassador 
and I want to know what answer you give. 

Mr. Mercuant. Well, the answer I give is that defense is not 
something that one trades on in attempting to achieve benefits in 
other areas. The defense of Canada and the United States as a unit 
is made necessary by modern weapons and the nature of the threat. 

The defense of Canada, with the help of the United States, is equall 
in the interests of Canada as it is of the United States. I do not thin 
these are comparable considerations. 

The Cuamrman. Then that is your answer to the question that the 
Canadians ask: Why is oil different from air defense ? 

Mr. Mercuant. In a word, Mr. Chairman, I would say that defense 
is a common cooperative effort forced on both of us where both of 
us benefit from the cooperation of the other. That is governmental 
cooperation. In oil one is dealing with a commodity, with corpora- 
tions, with private interests and it is not in the same order of im- 
portance or the same nature as defense problems. 

The Cratrman. Are you hopeful that that distinction would be 
accepted in the argument ? 

Mr. Mercnuanr. All I can say is there is concern which is reflected 
in the question which I say Canadians ask; the concern remains and 
the question continues to be asked. 


21486—5S—pt. S——2 
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FLEXIBILITY OF CANADIAN COMMERCIAL AGREEMENTS 


The CuatrMan. You also said that the Canadians “point out that 
the flexibility of their commercial agreements provide ‘certain areas 
of maneuverability.’ ” 

That is a phrase you quoted. 

Mr. Meronant. Yes. That was used, that actual phrase was used 
by some Canadian official whose name I have forgotten. 

The Cuairman. They like long words, do they not ? 

Mr. Mercuanr. Yes. 

What they mean by that, Senator, as I understand it, is that within 
the terms of the GATT Agreement there are opportunities for with- 
drawal of concessions or renegotiation of concessions, waiver pro- 
visions and other articles in the GATT Agreement which do enable 
them to adjust when they feel a particular interest of theirs is affected 
adversely. 


IRRITATIONS OTHER THAN ECONOMIC AFFECTING UNITED STATES-CANADIAN 
RELATIONS 


The Cuarrman. There are other questions I would like to ask, but 
my colleagues I am sure will want to ask some questions now. 

Mr. Fulbright, have you any ? 

Senator Futsrient. Yes, Mr. Chairman. 

Mr. Ambassador, I noticed you emphasize the economic relations 
very heavily. Do you not think that other aspects of our relations 
are sometimes more irritating to the Canadians than the economic? 

Mr. Mercuant. From time to time I think that is true, sir. 

Senator Fursricut. Have you happened to notice in the last day 
or two a protest by the Canadian ‘Minister of Foreign Affairs on 
actions taken here in Washington ? 

Mr, Mercuant. Yes, sir. 

Senator Futsrieut. Are you familiar with that ? 

Mr. Mercuant. Yes, sir. 

Senator Futsrient. It is not the first time, is it ? 

Mr. Mercuanrt. No, sir. 

Senator Futsricut. It has nothing to do with economic relations. 
Why didn’t you mention that? 

Mr. Mercuant. Well, I prepared this statement, Senator, before 
this recent incident to which you refer. 

Senator Fursrieut. But this is not the first incident. Do you re- 
call a man named Norman? 

Mr. Mercuant. Yes, sir. 

Senator Futsrieut. Are you familiar with that? 

Mr. Mercuant. Yes, sir. 

Senator Furpricut. Why didn’t you mention that? That was 
some time ago, was it not ? 

Mr. Mercuant. That was April, a year ago, yes, sir. 

Senator Futsrieut. Do you consider your paper to be a full state- 
ment instructing this committee about our relations without having any 
reference to either of those instances ? 

Mr. Mercnant. I did not attempt, Senator, to make this a com- 
pletely comprehensive statement within the limitations of its length. 
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Senator Futsricut. The purpose of these hearings is to instruct 
this committee and the American people on what we might do to 
improve relations. 

It strikes me as a very inadequate statement for you not even to men- 
tion some sources of the most irritation in our relations. 

I do not know of anything that has caused more emotional resent- 
ment than this Norman affair, and I would say this outburst of Mr. 
Smith just recently was very bitter, was it not ? 

Mr. Mercuanr. I have not seen the full text of it; only the news- 
paper reports. 

Senator Futsricur. You say on page 5— 

The growing nationalism in Canada can result in difficulties, particularly if 
knowingly or unknowingly the United States or its representatives act in ways 
which appear to Canadians to infringe on their sovereignty or appear to overlook 
economic interests which Canadians regard as vital. 

Speaking of infringements on sovereignty. I thought that they were 
more resentful of our actions, partioulntly those of the Congress in 
these cases, than of nearly anything else we have done. I do think that 
in fairness to the Congress and to the country you ought to mention 
those matters and not make the overall picture appear a lot better than 
it is. 

PREMIUM IRON ORES TAX CASE 

There is another case, with which I think you are familiar, which 
has been brought to my attention. This case is a little different, but 
it does not have to do with economic relations in the sense that you 
mentioned with regard to General Motors. 

Are you familiar with, or has there been any concern in Canada 
about, our Government’s conduct in the Premium Iron Ores tax case? 

Mr. Mercuant. Yes, there has. 

Senator Futsrigut. Are you familiar with the case? 

Mr. Mercuant. Ina general way; yes. 

Senator Fursrient. Haven’t both St. Laurent and Diefenbaker 
commented on this and hasn’t it been brought up in the House of 
Commons in Canada ¢ 

Mr. Mercnuant. Senator, I do not recall at the moment whether the 
present Prime Minister did. I think he did, yes. 

Senator Futsrtent. Do you know why no effort was made by the 
United States to levy taxes on this Canadian company until 1953, 
although Canada had granted this exemption to it in 1942 as a tax 
measure? Why during those practically 10 years was nothing done 
about it and why was it taken up in 1953? 

Mr. Mercuant. I do not know, sir. 

Senator Futericnt. You have no idea ? 

Mr. Mercuant. No, sir. 

Senator Futsricut. Do you know who owns this company, or who 
controls it ? 

Mr. Mercuanr. I believe Mr. Cyrus Eaton is one of the principals. 

Senator Futsrient. And a partner of his. You have no idea as to 
why this case was suddenly taken up in 1953 after that long lapse of 
time? 

Mr. Mercnant. No, Senator, I haven’t. 
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Senator Fursrieut. The Canadian Government has strongly argued 
that under the terms of the tax treaty its tax rulings should be 
recognized. The United States Tax Court also held unanimously that 
for the United States to impose taxes in this case was a violation of 
the Treaty with Canada. Is that not so? 

Mr. Mercuant. That is my understanding, yes, sir. 


AMBASSADOR MERCHANT’S STATEMENT ON THE CASE 


Senator Futsricnt. Why did you issue a formal statement at 
Ottawa claiming that a favorable judgment for the United States 
Treasury Department would not affect the treaty? You did make 
such a statement, did you not ¢ 

Mr. Meronant. Yes, we did, Senator. 

Senator Futsricutr. Why did you do it? 

Mr. Mercuant. My understanding, Senator, is that the appeal re- 
lates to the determination of the facts surrounding the case, and that 
when a judicial determination has been made on the facts, then the 
question of the applicability of the treaty arises. This is a very com- 
plicated case and I must confess I am not a lawyer, sir. 

Senator Futsrient. But you did make such a statement ? 

Mr. Mercuanr. Yes. 

Senator Futsricnut. Who asked you to make that statement ? 

Mr. Mercuant. We felt, in the Embassy, sir, that a statement clari- 
fying the position would be helpful. There has been a considerable 
amount of publicity in the Canadian press on this. 

Senator Fursriecutr. The Canadian press has been very exercised 
about this case, hasn’t it ? 

Mr. Mercuant. Yes. 


AMBASSADOR MERCHANT’S AUTHORITY TO MAKE STATEMENT 


Senator Futsricur. Who instructed you to make that statement? 

Mr. Mercuanrt. It was our own suggestion from the Embassy, sir. 

Senator Fursrient. I know you are the Ambassador. But who in 
our Government in Washington instructed you to make that statement ? 

Mr. Mercuant. The idea was mine, sir. 

I requested authority to do it. 

Senator Futsricut. You apparently knew very little about the case. 
At least you seemed not to know in the beginning. Why, then, did 
you issue that statement ? 

Mr. MercuaNnt. There had been a considerable amount, sir, of press 
comment we felt in the Embassy—— 

Senator Futsricur. But I am interested in finding out where your 
authority originated. Who instructed you? Did our Treasury ever 
discuss this with you? 

Mr. Mercuanr. I was never instructed to do that, sir. I was 
authorized to doit. It was my recommendation. 

Senator Futsrient. Who authorized you? 

Mr. Mercuant. I am authorized by the State Department, sir. 

Senator Futsricur. Do we have a representative of the Treasury in 
Canada in connection with the Embassy # 

Mr. Mercuant. Yes, sir. 
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Senator Futsricut. But you had never discussed this with him? 

Mr. Mercuant. I discussed this with him, but I was not instructed. 

Senator Futsrieut. Did he suggest that you do this? 

Mr. Mercuant. No, sir. 

Senator Futsrieut. It originated with you ? 

Mr. Mercuanr. Yes, sir. 

Senator Futsricut. Although you had no background in this mat- 
ter, and you are not a lawyer, as you say ¢ 

Mr. Mercuant. That is right. 


CANADIAN EDITORIAL ON TAX CASE 


Senator Futsricut. For the information of the committee, I wish 
to put into the record, so that there may be a little fuller account of 
this matter, an editorial from a leading new spaper in Canada. This 
one from the Globe and Mail is dated April 12, 1958, and gives an 
account of the Canadian point of view. 

I'd like to read it: 


Is Tuts Diplomacy? 


Last year a flurry was caused among Canadian investors in the subsidiaries 
of United States corporations operating in Canada when Washington tried to 
collect back taxes of $2,587,000 from Consolidated Premium Iron Ores Ltd. of 
Toronto. Control of the company is held by a Cleveland investment firm in 
which Canadian-born Cyrus Eaton and A, R. Daley are partners. A junior 
court disallowed the claim against Premium Iron Ores and a similar one against 
the investment firm for $1,960,000. The United States Government has entered 
an appeal against the lower court’s decision. 

Now the case has a new and unique twist. The Washington authorities claim 
that the existing treaty between Canada and the United States should be 
amended to allow their claim for taxes. But the United States Embassy at 
Ottawa has issued a formal statement claiming that a favorable judgment for 
its Government would not affect the treaty. The statement added that such 
cases could be expected to go to the courts for the facts, so that appropriate 
provisions of the tax convention could be applied. 

The facts, from the Canadian point of view, were stated on February 1 by 
Revenue Minister George Nowlan. He said in the House of Commons that im- 
position of the United States tax on a Canadian company would render the tax 
treaty useless. Two questions arise: Is the Embassy statement an attempt to 
assure the Circuit Court of Appeals in Cincinnati that a ruling favorable to 
Washington would now be acceptable in Canada? Or is it an attempt to tell 
Canada that the United States is competent to interpret the treaty as it likes, 
if backed by a favorable court decision? In either case, it seems that the func- 
tions of diplomacy have been distorted beyond recognition by established stand- 
ards. 


Two questions arise. As I understand it, you made a statement 
that you did not agree with the position that the imposition of the 
U nited States tax would render the treaty useless, and that you took 
issue with the position of the Canadians. Is that not correct? 

Mr. Mercuant. Yes, sir. 


CANADIAN STATEMENTS RELATING TO CASE 


Senator Futsrieur. I would like, Mr. Chairman, to offer for the 
committee two excerpts. One is from the aide memoire of November 
28, 1956, authorized by the Canadian Government and transmitted to 
W: ashington by Prime Minister St. Laurent, and the second is a state- 
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ment of the Diefenbaker Government delivered to the State Depart- 
ment in 1957. Both relate to this issue. 

The Cuatrman. They will be put in the record. 

(The excerpts referred to are as follows:) 


ExcerrPt From A1pE MEMOIRE OF NOVEMBER 28, 1956, AUTHORIZED BY THE 
CANADIAN GOVERNMENT AND TRANSMITTED TO WASHINGTON BY PRIME MINISTER 
St. LAURENT 


It is felt that the facts show that when the Canadian Government, as a 
war measure to increase essential production, agreed to exempt Premium Iron 
Ores, Ltd., from income and excess profits tax for a period of 3 years, it was 
not contemplated that there would be any United States tax applicable to these 
operations of the company which the Canadian and the United States Govern- 
ments were both trying to accelerate in the joint interest of the two countries. 


STATEMENT OF THE DIEFENBAKER GOVERNMENT DELIVERED TO THE UNITED STATES 
STaTE DEPARTMENT ON DECEMBER 23, 1957 


The Canadian Government is desirous of avoiding any misapprehension con- 
cerning its position in the Premium Iron Ores tax case. Accordingly, the 
Canadian Government would wish the United States Government to be aware 
that the views contained in the aide memoire presented by the Canadian Em- 
bassy on November 28, 1956, and in the statement made by the previous prime 
minister in the Canadian House of Commons on April 9, 1957, are very strongly 
shared by the present Canadian Government. For reference purposes the rele- 
vant extract from the House of Commons debates for April 9, 1957, is attached. 
(The debates carried expressions of all parties in Parliament that Canada would 
resist any attempt to tax Premium Iron Ores, Ltd.) 


UNITED STATES DELAY IN PURSUING TAX CASE 


Senator Futprient. The case strikes me as the kind of thing that 
does not really affect the major interests of this country. I am very 
sympathetic with people who have industries that are being injured 
by foreign competition wherever they are. 

I have tried to be a liberal in ane policies, but there are real sub- 
stantial interests involved in that. But here is an instance, it seems to 
me, of our going out of our way to irritate the Canadians by an inex- 
cusable action. 

I think it is very suspicious that this matter was let lie. No one 
ever thought of bringing it up until 10 years after it happened. 

This exemption was given in Canada in order to increase and 
accelerate the production of war materials. Then years after, this 
case is brought up and our own tax court unanimously held for the 
Canadians, but we still continue to pursue it. 

I must say I do not see any justification for this kind of action 
on our part. 

The CuarrMan. Are you asking a question ? 

Senator Futsricur. If Ambassador Merchant can give us a justifi- 
cation, I would like for him to do it. He presumed to make a state- 
ment about it in Canada which only irritated the Canadians all the 
more. Can you give any reasonable explanation as to why the case 
wasn’t pursued earlier ¢ 

Mr. Mercuant. No, Senator. 

Senator Futsrieut. You see, he does not offer any explanation at 
all. That case and the Norman and Bryce cases, it seems to me, and 
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I believe you will agree, can be more irritating than even the question 
of the import of oil; don’t you think? 

Mr. Mercuant. Certainly, sir, a year ago the Norman case aroused 
very widespread and deep emotional reactions in Canada, there is 
no question about it, sir. 


FURTHER EDITORIAL COMMENT ON THE TAX CASE 


Senator Futsricut. I would also, Mr. Chairman, offer for the rec- 
ord excerpts from some other editorials merely to complete this sub- 


ject: 1 from the Cincinnati Enquirer, 1 from the Winnipeg Tribune 
and 1 from the Toronto Telegram. 

The Cuarrman. Are all three on the same subject ? 

Senator Futsricut. Yes; I think this is a good case to illustrate 
not only why Canada gets irritated with us, but also why the South 
American countries are disturbed over our lack of tact in dealing with 
them. ‘This illustrates our disregard for their dignity, and, as Am- 
bassador Merchant has said here, their sovereignty. I do not think 
we have done too good a job in aiding these smaller countries, by 
giving due regard to their dignity and sovereignty. This tax case 
1s a very good illustration of how we treat them. 

(The excerpts referred to are as follows:) 


EpIrorR1IaAL COMMENT 


Toronto Telegram, February 22, 1958: 

“* * * The Senate Foreign Relations Committee has undertaken to launch a 
special investigation of Canadian-American relations as part of its examin: tion 
of United States foreign policy. * * * Canadians welcome the growing realiza- 
tion by Americans that relations between the 2 countries are a 2-way street. 
But actions speak louder than words, and two recent actions of the United States 
Government are not in keeping with high-sounding sentiments about coopera- 
tion, friendship, and undefended boundaries. 

“First, there is the matter of United States restrictions on imports of 
ae =, 

“Another example of United States action unsuited to the best of neighborly 
relations is the Premium Iron Ores case, in which a branch of United States 
Government, the revenue branch, is seeking to tax a Canadian company in vio- 
lation of a solemn agreement designed to avoid double taxation. The former 
government and the present government have both protested, but the United 
States Government intends to go ahead with an appeal against the judgment 
of a United States tax court that Premium is not taxable in the United States. 

“These actions of the United States Government are a poor return to Canada 
on the cooperation she has extended to her great southern neighbor in defense 
and other matters. If the United States persists in them it will sit very badly 
with the people of Canada.” 

The Winnipeg Tribune, March 20, 1958: 

“* * * The issues involved in this case go far beyond the possible effects of 
Cyrus Eaton and one company. The tax convention between the United States 
and Canada is threatened as long as the case is pending. An adverse decision 
could mean that the way would be open for wholesale raiding by the United 
States tax department on Canadian firms in which United States citizens have 
substantial investments. 

“* * * Both the Liberal and Conservative governments have expressed their 
disapproval of the attempt by United States officials to levy taxes on a Canadian 
company. Unfortunately, these protests do not seem to have been made with 
sufficient emphasis * * *.” 

Cincinnati Enquirer, March 6, 1958: 

Commenting on “further raveling of our ties with Canada,” the Cincinnati 
Enquirer cited the “Bureau of Internal Revenue’s insistence upon breaching the 
United States-Canada tax treaty provision against double taxation in the Pre- 
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mium Iron Ores case after the Court of Tax Appeals unanimously held to the 
contrary a year ago.” 
The Enquirer further stated: “Although the subject has been pretty much t 
ignored by the United States press, Canadian newspapers generally condemn our 
Government’s conduct * * *,” I 


CANADIAN PARTICIPATION IN DEW LINE DEFENSES 


Senator Fursricnt. You mentioned the DEW line. Do the Ca- 
nadians contribute to that in dollars? 

Mr. Mercuant. No, sir. 

Senator Futsrient. We paid it all; is that right ? 

Mr. Mercuant. That is right. 

Senator Futsrienr. We are now undertaking a very large and ex- 
tensive preatam of modernization of the DEW line, estimated to cost 
$700 million. 

Mr. Mercuant. I haven’t seen any figures. : 

Senator Futsrient. There was a statement in the paper about it. 
Do you know whether or not the Canadians have any view as to 
whether that DEW line is of any value to them or not ? 

Mr. Mercuant. I have never heard any official comment question- 
ings value, sir. 

enator Fu.sriegut. Have you ever heard any important official 
asserting that it was a very important air defense ? 

Mr. Mercuant. Yes; I have. I would like to just make one point. 

There are three radar lines, Senator, as you know, the DEW line, 
which is the furthest north; the Mid-Canada: and the Pine Tree line. 
We paid the expenses of the DEW line, Canada _ all the expenses 
of the Mid-Canada line, and we jointly financed the installation of the 
Pine Tree line. 

Senator Futsrient. That is all, Mr. Chairman. 


NEGOTIATIONS ON TOLLS FOR ST. LAWRENCE SEAWAY 


The Cuarrman. Mr. Wiley, have you some questions ? 

Senator Winey. Yes; just two. I want to join with the chairman 
in complimenting the Ambassador. He is not infallible, of course, 
but he has presented at least a case for us to give consideration to. 

How are we getting along with the tolls? 

Mr. Mercuant. I understand, Senator, there are negotiations going 
on. To the best of my knowledge, no decision has been reached, but 
there have been hearings and discussions on both sides of the border. 


AWARENESS IN CANADA OF RUSSIAN THREAT 


Senator Wizey. I understand from what you have said that there 
is a thorough awareness in Canada of the closeness to the Russian 
menace, and that the Canadians have recognized they are only a few 
hours away from the Kremlin in case a third world war should 
break out. 

Mr. Mercuant. Yes, sir. 

Senator Wirey. In other words, there isn’t any sentiment in Can- 
ada to parallel pre-Pearl Harbor conditions ? 

Mr. Mercuant. No; I think there is a complete awareness of the 
existence and the nature of the threat and complete cooperation in 
defense matters. 
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CANADIAN VIEW ON ST. LAWRENCE SEAWAY 


Senator Witrey. Do you feel in relation to the St. Lawrence seaway 
that there is a nara feeling that this joint enterprise is going to 
mean increased economic life to both nations ? 

Mr. Mercuant. Oh yes, I think that is a widespread feeling. 


IMMIGRATION AND UNEMPLOYMENT IN CANADA 


Senator Witey. How is Canada handling the immigration prob- 
lem now? They did pretty well here some time back. Is there any 
restriction on immigration ? 

Mr. Mercuant. The inflow of immigrants has slowed down, sir, 
since last fall when the recession became apparent. 

In the last calendar year as I recall, 280,000 immigrants came into 
Canada. They are being somewhat more strict now, as I understand 
it, with respect to assurances as to the existence of a job before the 
issuance of a visa, and the last estimate I saw was that the number 
of new immigrants in this calendar year would probably drop by 
about half from last year. 

Senator Winery. Is there much unemployment up there? 

Mr. Mercuant. Yes, sir, a figure in the neighborhood of a little 
under 10 percent of the working population. 

With the opening up of spring, the rise in seasonal employment 
is being felt. 

Senator Witry. How do they take care of that problem? Is it 
taken care of locally by the Provinces, and also by the Federal 
Government ? 

Mr. Mercuant. Well, as I understand it, sir, the unemployment 
benefits are paid under Provincial arrangements with some Federal 
support to those plans. 

Then, there are Federal employment agencies to attempt to promote 
the finding of jobs by the unemployed. 


CANADIAN INTEREST IN OIL AND GAS MARKETS IN UNITED STATES 


Senator Witey. You mentioned the matter of fear in relation to 
the oil exports to this country. How about gas? 

Mr. Mercuanr. I think it is a generally comparable reaction on 
the part of Canadians, sir, recognition that the logical and nearest 
markets for their western oil and gas products to a considerable extent 
are on the Pacific coast and the bordering Middle West regions of 
the United States. 

Senator Wirey. I was interested in your statement about these 
forty-odd rivers that cross the border and the Canadian attitude on 
interference with the normal flow. 

You know that we have an issue now about lowering the level of 
Lake Michigan in which Canada is interested. If a precedent should 
be made, it would affect Senator Morse’s position in the Far West. 

Do you hear much discussion about that ? 

Mr. Mercuant. Not recently, no sir. 

Senator Witry. Have you heard any discussion about the failure 
of one of our commissions to permit some of the Canadian gas to 
come in? 
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Mr. Mercuant. There is a lively interest awaiting the issuance of 
the decision when it is made, sir. 

Senator Witxy. The Canadians are interested ? 

Mr. Mercuant. Yes, sir. 

Senator Wizey. Well, we are interested up in my part of the coun- 
try, too. 


INTELLIGENCE COOPERATION BETWEEN THE UNITED STATES AND CANADA 


How do we coordinate our intelligence with Canada? 

Mr. Mercuant. There is a very close relationship between the two 
intelligence communities. 

Senator Wier. The two countries have a reciprocal information 


aren yom might say. _ 
Mr. CHANT. Yes, sir. 
IMPRESSION MADE BY THE NORMAN CASE THROUGHOUT CANADA 


Senator Witry. The Norman case that was discussed here ee 
ently made a considerable impression on the officials of Canada. Did 
it affect the ordinary Canadian ? 

Mr. Mercuant. Yes, sir; it did. A year ago it was in all the news- 
papers from one end of Canada to the other. 


IMPROVING OUR RELATIONS WITH CANADA 


Senator Witey. An important point you have made is that not onl 
those who represent governments, including committees of bot 
Houses of Congress, but also each individual is an ambassador from 
the United States to Canada and vice versa. As we Americans 
travel in Canada, there is a need, in view of all the factors you have 
mentioned, of exercising commonsense and trying not to create the 
impression that we are the rich Uncle Sam or the big grown up 
brother. 

Mr. Mercuanr. I agree completely with that, Senator. It is very 
important. . 

nator Witey. Have you any other suggestions or advice that 

—_ think would be helpful to the committee in relation to what could 

done to smooth out any of the ruptures or misunderstandings be- 
tween the United States and Canada? 

You have mentioned the need of seeing that the Reciprocal Trade 
Agreements Act passes the Congress. Your position seems to be that 
any interference with the philosophy of reciprocal trade would be 
noted in Canada, and if the effect were detrimental, it would dam- 
age our international relationship. Is that your conclusion ? 

Mr. Mercuant. That is quite correct, sir. I feel that strongly. 
I would emphasize, too, sir, I think that visits to Canada of individual 
Members of the Senate and the House can have a very constructive and 
important effect on our relations. 

When Senator Green came to Ottawa last October, I think he was 
the first representative of the Congress of the United States who 
had been in Canada on an official visit in, I believe it was 3 or 4 years. 

Senator Wixey. I certainly a with that statement. Visits 
back and forth would be very profitable. 
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CANADA’S DEFICIT TRADE BALANCE 


Have you any idea how much Americans spend in visiting Canada? 
I am trying to find out how the balance is made up of, say, a billion 
dollars in trade. 

Mr. Mercuant. The balance is made up, sir, by the inflow of 
United States capital, because on invisible items, the largest and most 
important one being tourist expenditures, the Canadians spend more 
in the United States as tourists than Americans spend in Canada. 

The order of magnitude of the figure, I think, is maybe five or six 
hundred million dollars a year. Don’t hold me to that figure, but the 
tourist expenditure item doesn’t help the adverse balance of trade 
in commodities and goods. 

The deficit is financed, as I say, by United States capital going into 
Canada, and going in at a rate in excess of the actual deficit on cur- 
rent account as reflected in the fact that the Canadian dollar is at a 
3 or 4 cent premium over the United States dollar now. 

Senator Witey. There still is that premium ? 

Mr. Mercuant. Yes, sir. It got as high as 6 cents last summer 
and then dropped down within a cent or two of par a few months 
ago and is now back up over 3 cents. 

Senator Wirey. We are told that 80 percent of every expended 
foreign-aid dollar is spent in the United States. 

That would mean that 20 percent goes abroad, and, of course, that 
20 percent eventually finds certain outlets. 

Have you any information as to how much of that 20 percent goes 
to Canada for its products? 

Mr. Mercuant. No, sir; I haven’t. Canada, as I said, of course, 
gets no aid from the United States. 

Senator Witry. Oh, I know that. 

Mr. Mercuant. How much might be spent in the sense of offshore 
procurement for a third country beneficiary, I don’t know. I haven’t 
seen any estimate of that. 


CANADIAN TRADE WITH COUNTRIES OTHER THAN THE UNITED STATES 


Senator Witry. The British do considerable trading with Canada. 

Mr. Mercuant. Yes. 

Senator Witry. Do you know the trade balance between Canada 
and any other country in Europe; can you give us an example of 
what the exports and imports amount to between Canada and a spe- 
cific country ¢ 

Mr. Mercuant. I have some figures here. Great Britain’s trade 
with Canada is only a fraction of our trade with Canada. The ex- 
ports of Canada to the United States are nearly 3 billion, exports to 
the United Kingdom a little over 700 million, less than a quarter. 

Senator Wirry. How about Germany? 

Mr. Mercuant. Exports to Germany are 150 million. The other 
members of the Commonwealth are much smaller, maybe 10 percent in 
the case of the larger ones, 10 percent of their trade with the United 
Kingdom. 

I might give the total trade by categories. Trade with the Com- 
monwealth countries—this is Canadian exports—in 1957 were 971 
million; with Latin America, 225 million; with Europe, 558 million, 
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of which export trade to Germany was the largest item, and with all 
other countries, 199 million. 


CANADIAN TRADE RESTRICTIONS 


Senator Witzy. You mentioned in your statement that Canadians 
were - imposing some trade restrictions. Do you want to be more 
speci 

On what do they impose restrictions ? 

Mr. Mercuant. They, in the last 6 months or a year, in a number of 
cases imposed either what amounted to embargoes or import quotas. 
They have done that on certain fresh fruits and v tables, on skim 
milk. One other item I might mention where there has been what we 

rd as a discriminatory action was in the case of Canadian editions 


of American magazines published in Canada where a 20 percent tax 
was put on them last year. 


There are negotiations now going on between the United States and 
Canada relating to the removal or modification of concessions on a 
long list of fresh fruits and vegetables. 


2 ere was action taken about a year ago which resulted in an 
increase on the duty of potatoes entering into Canada. 


Most of these actions have been in the agricultural field. Turkey 
and fowl is another one. 


Senator Wuzzy. Do you have an exhibit you could present for the 


record showing what we are doing and what Canada is doing in relation 
to quotas or other trade restrictions ¢ 


Mr. Mercuanrt. I could easily prepare one in summary form and 
submit it to the committee, sir. 


(The following information was subsequently submitted for the 
record :) 


CANADIAN AND AMERICAN QUANTITATIVE CONTROLS ON IMPORTS 


A. CANADA 

1. Embargo: 

(a) Associated with subsidies on domestic production: Butter and butterfat 
and oil; cheddar cheese; dried skim milk; turkeys and fowl. 

(b) Permanent statutory prohibition: Oleomargarine; second-hand aircraft; 
second-hand automobiles and motor vehicles of all kinds manufactured prior to 
the year in which importation is sought. 

2. Restriction by licensing : 

(a) Wheat, oats, and barley and products containing more than 25 percent of 
these grains by weight, by license from the Canadian Wheat Board, the Govern- 
ment organization operating the compulsory pool marketing for these grains 
produced in the Prairie Provinces. This licensing covers, inter alia, wheat 
flour, manufactured cake, cake mixes, batter mixes, breakfast foods, cereals, 
macaroni, spaghetti, vermicelli, noodles, animal and poultry feeds, wheat starch, 
and wheat malt. 

(b) Aleoholiec beverages, by license from the Provincial liquor boards, which 
have a monopoly of the sale of these beverages. Most boards do not import 
United States beverages for stock in their own stores. However, hotels and 
private clubs may obtain licenses to import. 

3. Restriction by control of the selling price to importers, accomplished by 
fixing minimum valuations at which imports may take place. Imports at lower 
prices are subject to dumping duty for the difference. Cut flowers; frozen peas; 
manufactured goods of the end-of-season or end-of-line class on which the home- 
market price has declined abnormally within 6 months of the date of import. 

4. Other licensing: Natural gas imported by pipeline is subject to license by 
the Canadian Board of Transport Commissioners, in response to individual 
applications to import when approved. The principal importation under such 
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a permit is into Toronto, but the permit for such importation is scheduled to 


capiee on the completion of the Trans-Canadian pipeline, expected some time 
year. 


B. UNITED STATES 
1. Quota: 


(a) Agricultural: Imports of the following products of interest to Canada 
are subject to fixed annual quotas established under section 22 of the Agricul- 
tural Adjustment Act on the ground that imports of these product in excess of 
the prescribed quotas would interfere with Government programs affecting these 
products: Wheat and wheat products; rye and rye products; cheddar and blue 
mold cheese and substitutes; butter; dried whole milk; dried skimmed milk; 
dried buttermilk; dried cream, malted milk compounds; butter oil. All these 
quotas are in effect indefinitely, except the quota on rye and rye products, which 
expires in 1959. 

(b) Oil: Imports of crude oil, unfinished gasoline, and certain other unfinished 
oils are restricted by a system of voluntary quotas, whereby importers limit their 
imports of these items to amounts recommended by the United States Govern- 
ment. The aim of the program is to maintain a reasonable balance between oil 
imports and domestic production. 

2. Restriction by licensing: Natural gas imported by pipeline is subject to 
license by the Federal Power Commission under the Natural Gas Act of 1938. 
This act provides that the Commission shall, in response to applications, issue 
orders for exportation or importation of natural gas if consistent with the public 
interest. Permits for importation, when granted, are ordinarily for a specified 
number of years and for a maximum designated volume of gas per year. Per- 
mits for a substantial volume of import of natural gas from Canada have been 
issued. 


Senator Witxy. That is all, Mr. Chairman. 


IMPORTANCE OF RELATIONS BETWEEN CANADA AND UNITED STATES 
NOT DETERIORATING 


The Cuarrman. Mr. Sparkman, any questions ? 

Senator Sparkman. Mr. Chairman, I shall be very brief. I will 
ask the Ambassador just one or two questions. Mr. Ambassador, 
from your statement and from the facts, isn’t it true that Canada is our 
best customer ¢ 

Mr. Mercnant. Yes, sir; that is true. 

Senator SparKMAN. A]l over the world ? 

Mr. Mercuant. Yes, sir. 

Senator SparkMAN. And it is very important that we let nothing 
get in the way of keeping that relationship; isn’t that true? 

Mr. Mercuant. It certainly is, sir, in my opinion. 

Senator SparkMAN. As I understand it, within the last year or so, 
various irritating things have happened which have caused a certain 
amount of counteraction and so forth. 

It still hasn’t reached what we would call a particularly bad situa- 
tion ? 

Mr. Mercuant. No, sir. 

Senator SparKMAN. But don’t you feel that it is important that 
early and decisive action be taken on both sides, certainly on our side 
so far as we are able to do it, to prevent that situation from building up? 

Mr. Mercuant. I do indeed, sir. 

Senator Sparkman. It could become one of the very worst things 
in our international relations ; could it not ? 

Mr. Mercuant. It could, indeed, sir. 

Senator SparKMAN. Thank you, sir. That is all, Mr. Chairman. 

The Cuatrman. Mr. Smith, any questions ? 
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Senator Smiru. I have a few. Mr. Ambassador, I want to join 
with my colleagues im expressing my appreciation for this very clear 
statement which you have given us. 

I have been to Canada myself a great deal at various times, mostly 
on vacation trips. I have spent a t deal of time in Quebec Prov- 
ince and in that area of the upper St. Lawrence where that new great 
big aluminum plant is located. I might say that our late Senator 
Taft was in the same area. I talked to him about Canada many times. 

I had the feeling that the Canadians were extremely friendly. In 
fact, once or twice I had the startling suggestion made to me that 
the United States and Canada ought to be merged. 

Now that led to my being rather surprised to hear recently—and 
you confirm what I Leand--chet apparently our relationships have 
deteriorated in the last few years with reference to these matters we 
have been discussing. 

Would you say that it is a real deterioration or is it just irritation 
which may be just a passing thing! 

Mr. Mercuanrt. I don’t think, Senator, that it would be correct to 
say that our relations had seriously deteriorated. The terms in which 
I put it are that there has been a change of climate, I think, of tem- 
perature, which could forecast a deterioration in relations if we don’t, 
on both sides of the border, devote the proper attention to it. 

We are too important to each other to let our relations deteriorate. 


RECENT ASSERTION OF NATIONALISM IN CANADA 


Senator Smrru. Do you think the last election had somewhat of an 
implication of an anti-American feeling ? 

r. Mercuant. I wouldn’t say really of anti-American feeling. I 
would say that the keynote of the last two elections was a very power- 
ful pro-Canadianism, an assertion of nationalism, and there is and 
has been for years widespread, I think among Canadians, an appre- 
hension over their relationship to so much more powerful a neighbor, 
and the last year in Canada has been almost one continuous electoral 
year. 

There was 2 months’ campaigning before the June 10 election last 
ear. Then Mr. Diefenbaker came into power as Prime Minister, 
ut with a minority government, and it was the general expectation 

that another election would be called very soon to see if the tide 
wouldn’t bring him back into power with a majority. 

So even in the interval between the two election campaigns, there 
was an electoral atmosphere, and there was a very general and a very 
powerful provocative appeal in “Canada for Canadians,” bringing 
to the marhase the anxieties which have arisen from the steady, cumu- 
lative effect of the United States money flowing into Canada, capital 
flowing into Canada and being invested in Canadian resources and 
productive facilities. 

And then against that background, there has been the recession 
with more unemployment in the last 6 or 8 months in Canada than 
had been true for a number of years; this again tended to direct 
their attention to the potential weakness in their economic position. 

So I would not say that the keynote had been anti-Americanism, 
though in many newspapers the criticism of us at times has been bitter. 
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But it was, you might say, the other side of the coin which was a 
very effective appeal to Canadians, “Canada for the Canadians.” 


POSSIBILITY: OF A CLOSER, UNITED, STATES-CANADIAN: ECONOMIC 
RELATIONSHIP 


Senator SmirH. How does the unemployment there compare with 
ours percentagewise? I think you said Canadian unemployment is 
about 10 percent. 

Mr. Mercuant. A bit under 10 percent. It is within a half a per- 
cent of the last figures I saw on our own situation. They are very 
close. 

Senator Smrru. Now there have been some suggestions I have heard 
only recently. One concerns the possibility of a closer economic re- 
lationship with Canada than we have had, perhaps on the order of 
the cooperative economic movements in Europe which we favor very 
much. 

Is there any feeling in Canada favoring that, and should we, in your 
judgment, be thinking in terms of that? It might, of course, have 
an effect on our tariff relations among other things. 

Canada is one of our best customers and our good neighbor and 
has been our friend for many years, and there have naturally been no 
fortifications on the boundary or things like that. Does one hear 
talk there of a closer economic relationship with the United States? 

Mr. Mercuant. No, one hears very little of that, Senator. One of 
the complaints of Canadians is that they don’t process enough of their 
own raw materials, despite the fact that their manufacturing indw: ‘ry, 
generally speaking, is shielded by a protective tariff. 

The tariff on automobiles, for example, is, as I recall, 1714 percent 
ad valorem, except in the case of imports from the United Kingdom. 

I think one aspect of the Canadian desire to develop their own 
country, Senator, is their desire to increase their productive plant, 
increase the manufactures of Canada, and to a considerable extent 
their ability to do so depends on the maintenance by Canada of such 
tariff protection as their industry now receives. 


TREND OF CANADIAN TARIFF POLICIES 


Senator Smrriu. Would you say that the Canadians are moving 
toward a pretty strong tariff position ? 

Mr. Mercuant. I would say the tendency currently is in the direc- 
tion of more rather than less protection. 

Senator SmirH. But they do want to see us continue our reciprocal 
trade arrangements? They favor the GATT setup in Switzerland? 

Mr. Mercuant. Yes, sir. 

Senator Smiru. They are very strong for that apparently ? 

Mr. Mercuant. Yes, sir. 

Senator Smiru. In that connection apparently there has been a 
rest resentment in Canada against United States tariff policies on 
ead, zinc, and aluminum. 
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CANADIAN ATTITUDE TOWARD FOREIGN CAPITAL 


Incidentally, the last time I was in Canada, 2 or 3 years ago, I saw = 
their big aluminum plant. It is certainly an enormous industry. To Un 
what extent would you say that a plant like that is controlled by du 
American capital ? = 

Is that mostly Canadian capital ? ‘i 

Mr. Mercuanrt. No, sir, mostly United States. As 

Senator Smriru. Do they resent it when we move in there with a ' 
great big industry under United States control ? 

Mr. Mercnant. Well, in Canada the present government has made pe 
clear in its public statements that Canada welcomes United States of 
and other foreign capital coming in to help it develop its resources and ? 
its productive plant. It insists that that capital, when it comes in, - 


behave as a good Canadian resident, you might say, and the fear of the 
consequences of the extent of United States ownership and control is, 
I think, myself, in a sense more theoretical than practical. 

It is a recognition of what could be done if there were an evil intent, i 
rather than a documented case of consistent and widespread injury 


arising from the situation. " 

But I would emphasize that the Canadians individually and officially m 
do welcome foreign capital coming in to help them develop their a, 
country. 

It couldn’t have been developed as it has been in the last 10 years a 
had it not been for that inflow of capital, and I feel very strongly that a 
the overwhelming majority of American subsidiaries operating in a 
Canada do behave as good and responsible and farsighted members of ‘ 


the Canadian community. 
ieee Smirx. Our motor companies like Ford have branches ‘ 
there. | 
Mr. Mercuant. That is right. 
Senator Smirx. And, of course, they have to get along with the 
Canadians, but that apparently isn’t resented. 
Mr. Mercuant. No, sir. 


UNITED STATES TARIFF ON LEAD AND ZINC ] 


Senator Smirxu. Suppose the United States tariff on lead and zinc 
should be increased. hat effect would that have on United States- 
Canadian relations ? 

Mr. Mercuant. There would be a very deep sense of injury. 

Senator Smirx. Do you feel the Canadians appreciate that we are 
having problems along those lines right here, thinking in terms of 
our own metal industry? Aren’t they sympathetic with that or are 
they just thinking of their own hide on that matter ? 

Mr. Mercuant. No, I think they do accept that fact intellectually, 
but emotionally, their sympathy is with their own lead and zinc pro- 
ducers. This is a human trait, I think. 

Senator SmtH. Well, that puts the responsibility on you, as our 
Ambassador, to do some very careful treading and so forth diplo- 
matically. 
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UNITED STATES DUTY ON ALUMINUM 


Do you think there is any merit in the Canadian argument that the 
United States encouraged Canada to develop its aluminum resources 
during World War IT, and now is imposing a duty on aluminum and 
may be inclined to raise it? 

Mr. Mercnant. Well, I think I would put it that the Canadians, as 
I say, have welcomed the productive facilities which, in many areas, 
American capital has made possible. 

They have welcomed the employment it has given, the taxes the cor- 
poration has paid, all the contributions it has -made to the Canadian 
society, and they are disturbed when a decline in demand or action 
of one sort or another to restrict exports from those newly developed 
industries is imposed. 


UNITED STATES VOLUNTARY OIL IMPORT RESTRICTIONS 


The oil case, the voluntary import restrictions, is a comparable case. 
A decline in demand has had the unhappy effect of reducing the de- 
mand for the product of many of these great: new enterprises. 

Senator Smiru. Do you feel there is any hope in Canada that we 
might work together with the Canadians in an area like oil, as 
against our importing some oil from other places abroad ? 

Mr. Mercuant. Yes, the Canadians feel that very strongly, in the 
case of oil in articular, for security reasons as well as economic 
reasons. I think I am correct in saying that the Canadians feel that 
some special arrangements would make common sense in the matter 
of oil. 

Senator Smiru. I am trying to find out whether they are thinking 
in terms of some special tres itment by us because of our very close 
relations. 


POSSIBLE CANADIAN MEMBERSHIP IN ORGANIZATION OF AMERICAN STATES 


Now, another question I have is this: Is there any interest in 
Canada concerning the possibility of the Canadians becoming mem- 
bers of the Organization of American States? Do you think that 
would be desirable ? 

As I understand it, they are not a member of what we call the OAS. 

Mr. Mercuant. That is right, sir. So far I haven’t detected any 
interest on the part of Canadians, either privately or officially, to 
become members of the Organization of American States. As I in- 
dicated from the figures, their trade with all of Latin America is 
relatively small. The strongest ties that they feel politically are 
with the United Kingdom and the British Commonwealth on the 
one hand, and the United States on the other, and I have not 
encountered myself any expression of interest in the direction you 
suggest. 


CANADIAN REACTION TO SPUTNIK LAUNCHING AND VANGUARD FAILURE 


Senator Smirn. Now to go to a slightly different subject, what 
effect did the launching of the sputniks have in Canada? I mean 
the first shock of the sputnik operation ? 


21436—58—pt. 3—— 3 
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Along a similar line Mr. George Allen, Director of the United 
States Information Agency, told the committee recently of an instance 
which occurred when the United States failed in its first Vanguard 
attempt. When films of this failure were shown in a Canadian cin- 
ema, apparently Canadians present in the theater cheered. It 
ee that they were glad to see Uncle Sam get bumped a little 

it. 


Mr. Mercuant. Well, on the first part of the question, Senator, 
the general reaction, I think, on the launching of the first Soviet 
sputnik was one of surprise, disturbance, an awakening from some 
complacency as to the relative status of the free world and Soviet 
science and technology. 

The incident that Mr. Allen referred to took place in one theater 
in Toronto, and it was reported in the newspapers. It was the only 
incident of the sort that I heard of, and literally dozens of Canadian 
individuals, friends and acquaintances, when that incident was re- 
ported, came to me in the next few days and said, “This is terrible, 
this is not representative, we feel we should apologize for the action 
of that audience.” 

I don’t think that was a widespread reaction, but it was a very 
disturbing reflection of, at least in one neighborhood theater, an ex- 
pressed delight over the United States failure. 

Senator Smiru. Sort of a subconscious jealousy probably. You 
would feel, as I feel from the Canadians I know, that fundamentally 
the Canadians would be joyous at our success in the Explorer 
operations ? 

Mr. Mercuant. Absolutely. 

Senator Smrru. And they would be 100 percent with us in that 
whole development as far as it is possible to be. I don’t have any 
fear on that score. 

Mr. Mercuant. Neither do I on that, sir. 

Senator Smrru. I was interested in this one incident. Mr. Chair- 
man, I would like to ask a lot more questions, but I am going to pass 
so that some of the others may have a chance. 

The Cuarrman. Have you completed ? 

Senator Smrrn. Yes; t will ive somebody else a chance. 

The Cuatrman. Very well. Mr. Humphrey, have you questions? 


WHEAT PRODUCTION IN CANADA AND IN THE UNITED STATES 


Senator Humpnrey. Yes. I would like to ask Mr. Merchant a ques- 
tion or two relating to the statement he made on the wheat exports. 
On page 11, I believe, of your prepared statement, item No. 4, con- 
cerning United States wheat disposal policies, you said that: “This 
has been a major irritant between the two countries.” I would gather 
that that is a reasoned statement. 

Are you familiar with the Canadian agricultural policies as to 
production controls and price supports for agricultural commodities? 
Mr. Mercuant. In a general way, Senator. Not in great detail. 

Senator Humrurey. Are you familiar with Canada’s agricultural 
stabilization act covering at the present time 9 major commodities, 
1 of which is wheat? 

Mr. Mercuant. Yes, in a general way, sir. 
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d Senator Humpnrey. Barley, oats, lamb, eggs, cheese, cattle, wool, 
e butter, hogs? They have a rather extensive price-support program, 
: one — which I would say the people of my State comin be very 
= delighted. 
it They have hogs at $25 a hundredweight, butter at $0.64, and they 
le even do quite well on wool, almost as good as we do here—107 percent 

of parity. Does the Canadian Government impose any production 
rs controls upon wheat production ? 
at Mr. Mercuant. No, sir; they don’t, according to my understanding. 
” Senator Humpnrey. Are you aware of how much production con- 
at trol is exacted from an American wheat producer ? 

Mr. Mercuant. In a general way; yes, sir. 

= Senator Humpurey. think I will ask Senator Mansfield whether 
y there is a 38-percent cutback on our acreage, or a 40-percent one? 
a Senator MansFIELp. 38 or 39. 
o Senator Humpurey. A 38- to 39-percent cutback on normal plant- 
By ings and acreage, as well as marketing quotas. I am not unaware of 
a the delicacy of this item, of our relationships with Canada over agri- 

cultural matters, and I don’t think they are insoluble. But I do feel 
y that the record ought to be quite clear that we exact from our farm 
c= producers, if they wish to participate in any type of farm price 

support program, a very tough control over their production. at 
u control has been, of course, primarily over acreage, and with new 
y seeds and some very favorable climatic conditions, we have had very 
. considerable production. 

REASONS FOR DECLINING UNITED STATES AND INCREASING CANADIAN 

it WHEAT STOCKS 
y 


But I notice you say that for the year ending June 30, 1957, United 
States wheat stocks were reduced by 125 million bushels, and you 
". give the figures, and during the same period Canadian stocks in- 
S creased by 143 million Saakate 
Now there are two reasons for that; aren’t there? One is that there 
are no production controls in Canada, but there are exacting produc- 
tion controls in the United States; and secondly, we did enter into a 
very extensive wheat export program in the last year, where we 
permitted our private exporters to compete openly in the world market 
and paid them an export subsidy, which was the difference between 
the world market price and the price in the United States. 
‘a Now we don’t undersell the Canadians pricewise; do we, Mr. Am- 
3. bassador ¢ 
e Mr. Mercuant. No, sir. The terms which we will take under cer- 





8 tain provisions under Public Law 480, such as local currency 
. Senator Humpurey. Yes. 

Mr. Mercuant. Terms which the Canadians don’t feel they can 
7 afford to offer to even the least prosperous of their customers. The 
' Canadian sales in the last crop year declined substantially from what 


they had been the year before. 

A part of that, sir, I think, was due to the fact that the crop, which 
"9 was then being sold by Canada, did not have as high a protein con- 
tent—— 

Senator Husrurey. Correct. 
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Mr. Mercuant. As had been historically the case. Whereas in 
certain areas, as I understand it, of our wheat-growing country, we 
had a very satisfactory protein content. 

Senator Humenrey. Also, we exported a good deal of wheat just for 
feed purposes. 

Mr. Mercuant. Yes. 

Senator Humpurey. We exported some very low-grade wheat which 
would not have been a normal marketable wheat in some areas for 
Canadian exports. 

Mr. Mercuant. Yes, sir. 

Senator Humenrey. I have met with the Canadian Ambassador on 
these problems, because I am very conscious of our relationships with 
Canada, and surely want to promote them, and all that has been said 
here this morning by you, sir, and by my colleagues, directed toward 
improving those relationships, is all to the good. But I don’t think 
we help ourselves or Canada by pretending that it is all a one-way 
street. 


CANADIAN WHEAT SALES TO INDIA AND COMMUNIST CHINA 


Now our Canadian friends are presently selling, or recently sold, 
a substantial amount of wheat to India; isn’t that correct ? 

Mr. Meronant. Yes, sir. 

Senator Humpurey. That was a wheat sale which we could have 
made. 

Mr. Mercuant. Yes. 

Senator Humpurey. But we didn’t. I think that this kind of re- 
lationship is fine. I am for that. Isn’t it true that they are also 
entering an agreement on a wheat sale to Communist China? 

Mr. Mercuant. Yes. There has been a small sale and exploration 
of the possibility of others. 


CANADIAN CONCERN OVER BARTER AGREEMENTS 


Senator, if I might just say a word, I have lost no opportunity to 
point out to the Canadians what we have done in the way of reduction 
of acreage, reduction in the support price, in consultation with them, 
in trying to take into account their position, and I think it is fair to 
say that this problem which was so serious an irritant in our relations 
even as recently as a year ago is not as great an irritant as it was. 

One of the aspects of operations under Public Law 480, which par- 
ticularly disturbed the Canadians, was the barter agreements. 

Senator Humenurey. That is right. 

Mr. Mercuant. And with the great reduction in the scope of those 
so far as wheat is concerned, we have removed what really upset them 
greatly, because they weren’t really barter arrangements. 

The fellow who took the wheat in the United States would sell it in 
the best market he could find, so to speak. It would be a third-country 
market, and that market very frequently was a hard currency or a good 
commercial market in which Canada had had an established historic 
position. 

The Canadians have never, to my knowledge, criticized our giving 
away of surplus food in case of natural disasters. They have been sym- 
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pathetic to the use of our soft currency terms in countries where they 
recognized they couldn’t sell wheat for dollars on the barrelhead, 

The area of difficulty has been in barter, which is now greatly re- 
duced, and I would hope would not reappear. 

And, secondly, another area which I think now is of greatly re- 
duced importance was so-called tied sales, where the provision in the 
Public Law 480 agreement was to reserve "for the United States alone 
X quantity of wheat imports through commercial channels on com- 
mercial terms. 

WHEAT PROBLEMS ARE TWO-WAY 


And in addition, I would say, that the increasingly close consulta- 
tion which has been indulged in with the Canadians in the last year or 
two has given them a muc ch better understanding of what we are try- 
ing to do, and a feeling that we would listen to their Worries. 

This situation has improved, though there remains difficulty. 

Senator Humpurey. I knew it had improved, and I might say most 
respectfully that it has improved at the expense of some exports on 
the part of American wheat producers. This is a two-way street. 
Now my State is not particularly a big wheat-producing State, so I 
have not any State interest in it. Most of the wheat which we do pro- 
duce is hard wheat, which is good quality milling wheat which sells at 
premium prices. But in this country we have a billion bushels of 
wheat, and when we cut off the so-called barter, we really cut it off. 

I think there is a role for barter. I don’t think it should be foot- 
lose and fancy free. I think there must be some reasonable degree of 
restraint upon the use of barter provisions, even barter as you properly 
described it under the so-called Public Law 480 features, but what the 
Department of Agriculture did had the effect of almost completely 
curtailing the barter sales. 

I realize that this has i improved our Canadian relations, but it has 
not always improved some of our domestic relations. And I might 

say most respectfully to my friends in Canada that they have a politi- 

ral problem about wheat, and the respective political parties are just 
as astute in handling these political problems as we are in handling 
some of ours, And there is no nicer w: ay of getting out of these prob- 
lems than by blaming them on someone else. We do it in the United 
States frequently. We have developed techniques of being able to 
blame some of the things that happen to us upers the British or the 
French or the Germans or the Japanese or somebody else, and I gather 
that what happened in Canada was there was a production pro- 
gram without controls, and no government being willing to exercise 
the controls, the situation got out of hand, and so they had to find a 
reason for it. And I say this most respectfully among my Canadian 
friends. I think frank talk is better than going around “pretending 
that these things are one way. 

Mr. Mercuant. [agree completely. 

Senator Humenrey. They are a great big country and so are we, 
and we stand up as equals as they do to us. I hope, sir, that when 
you continue your very helpful negotiations with our friends to the 
north, you will let them at least understand that there are some 
problems here. Maybe you haven’t been touched by them quite so 
much as you have with the international problems, but some of us 
have. 

Mr. Mercuant. Yes, sir. 
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PROPOSAL FOR A WORLD FOOD BANK 


Senator Humrnrey. What about the Canadian proposal for an in- 
ternational food and fiber reserve, a so-called world food bank? Are 
you familiar with Mr. Diefenbaker’s proposal on that ? 

Mr. Mercuant. No, sir, I must confess ignorance on that. 

Senator Humepurey. Well, about 4 months ago, I guess it was, in 
the early winter, Mr. Diefenbaker suggested that one of the ways 
that we might very well improve our agricultural relationships inso- 
far as wheat was concerned was through the establishment under 
United Nations auspices of an international food and fiber reserve, a 
world food bank, which is not a new thought. This committee, by 
the way, has wo on record in support of such, to no avail with the 
Government I might say. This administration refuses to proceed with 
it. 

Nevertheless, I think it would be well for us to give some thoughtful ' 
consideration to a very constructive Canadian proposal. And rather . 
than to punish either the Canadian producers or the American pro- 
ducers, it is possible that we could get together in an international ' 
multilateral as that would satisfy both of us, because what 
the Canadians are fearful of is that we dump on world markets. 

Mr. Mercuant. Yes. 

Senator Humpnrey. And rightly so. With a billion bushels of 
wheat, I don’t blame them for being afraid. And they are also fearful 
of the use of our soft currencies which accumulate in large quantities. 

Mr. Mercuanrt. Yes. 

Senator Humrpurey. Now there is a proposal for the use of soft 
currencies which Senator Monroney has. I think his proposal is very 
constructive. 

There is the proposal for a world food bank to manage these rather 
substantial food surpluses, particularly in cereal grains, which the 
Canadians have made. And I would enlist the support or the atten- 
tion of the State Department to this. I would hope that you, sir, 
might look into it. 

r. Mercuant. I will indeed, sir. 

aa information was subsequently submitted for the 

record : 


ses BS 


rhe iS 


Worip Foop BANK PROPOSED BY PRIME MINISTER DIEFENBAKER 


Late last year Prime Minister Diefenbaker said in the House of Commons that 
“something in the nature of a NATO food bank might be created to make food 
available to countries which are in need and which are in danger of being overrun 
and subverted by the Soviet Union. It would also make possible the availability 
of those deposits of food in the event of war.” The Canadian delegation at the 
NATO Conference in Paris in December 1957 followed this up by suggesting the 
creation of a NATO food bank. 

As far as the Department is aware the Canadian Government has made no 
detailed proposal in NATO or to the United States Government that such a bank 
be established nor has any exploration of its possibilities taken place in NATO 
or the United States Government. Apparently nothing more has been said 
officially in Canada about the matter. However, the Prime Minister mentioned 
the subject again in a commencement address at Wesleyan University on June 8. 

One of the committees of NATO has for several years recommended that the 

NATO countries stockpile food for emergency needs. In this connection the 
United States has offered several times to discuss the possibility of making our 
own surplus food supplies available for such a purpose, but none of the NATO 
countries has approached us with any feasible proposal. The Department will 
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be glad to furnish any additional details which the Foreign Relations Committee 
may desire. 

Without receiving further details regarding the Canadian proposal it is im- 
possible to tell how it might fit into the NATO planning which has already been 
done, but this Government will of course be glad to consider any detailed pro- 
posals which may be made in NATO by our Canadian friends. 


EDITORIALS ON PREMIUM IRON ORES TAX CASE 


Senator Humpurey. I have just 1 or 2 other matters to bring up. 
The question that Senator Fulbright brought to your attention relat- 
ing to this tax matter is a matter which T have discussed with the 
State Department off and on for Z years. In fact, I was just examin- 
ing my record on this, and it goes back a little over 2 years. 

s it not true that in the instance of the Premium Iron Ores case, 
the Tax Court, comprised of 18 judges, held unanimously in support 
of the Canadian position ¢ 

Mr. Mercuant. Yes. I must confess I did not remember there were 
18 judges. 

enator Futsricut. Eighteen is correct. That is the United States 
Tax Court. 

Senator Humenrey. That is right. 

And when Senator Fulbright mentioned that this was an item of 
significance and concern, I went through a few of my papers on this, 
and I would like to mention some of them, without including them 
in the record, as I do not wish to burden this record. I have a clip- 
ping here from the New York Herald Tribune, entitled “United 

tates Tax Case Disturbing Factor,” dated April 18, 1957; one from 
the Financial Post, of Toronto, entitled “Court Files New United 
States Tax Raid in Premium Iron Ores Case.” That was the United 
States Tax Court of 18 judges which held with the Canadians. 

Here is quite a cartoon from the Toronto Telegram, showing Uncle 
Sam just shaking the last dollar out of the Canadian revenue agent 
of the United States. 

Here is Barrow’s Financial Weekly of December 30, 1957, with a 
feature headline article, entitled “Bad Neighbor, the United States 
Must End Economic Warfare Against Canada.” 

Here is an article from the Gazette, of Montreal, entitled “Squirrel 
Guns,” again pointing out that the revenue agents are up in Canada 
trying to take from the Canadians sovereignty and jurisdiction over 
a case which the tax treaty says belongs to the Canadians. 

Here is an article from the Northern Miner, from Toronto, entitled 
“United States Revives Attempts To Tax Canadian Company”; and 
one from the Financial Post, of Toronto, dated February 8, 1958, en- 
titled “Outrank Us, United States Tax Raid.” 

Here is an article from the Cincinnati Enquirer, which relates the 
whole story behind this tax matter, because one of the parties to the 
case is a resident of Cleveland, Cyrus Eaton. I believe the other 
major holder in the company is named Daley. 

And from the Telegram, of Toronto, is a very firm editorial en- 
titled “A Strain on Good Relations.” 

And another editorial from the New York Journal of Commerce, 
entitled “Shots Across the Border,” of March 7, 1958, 
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WHY ACTION ON THE TAX CASE WAS DELAYED < 

So this is not a matter that is new. It is of long standing, and I Jar 
must confess, Mr. Merchant, I am rather surprised that you are not _ 
more familiar with all of its details, because it is a subject which ny 
has been in the Canadian press and in the American press, and i 
I think I have at least 12 or 15 letters from the State Department * 
relating to this. , 

At one time it appeared that the Justice Department might be ; 
willing to call off this whole matter. Now, whether or not the tax ray 
treaty should ever have been entered into is a question into which -_ 
you could look. I think it should have been, but there are some who 
might feel to the contrary. Another question is, whether this com- 1 
pany should have had a 3-year exemption, which it had during the 2 
war years for a defense purpose. se 

As Senator Fulbright has said, this case was lying dormant for a th 
number of years. 

Senator Fu.srient. It was lying dormant. 

Senator Humpurey. Yes, for 11 years, and I have a feeling that lo 
this relates to some very competitive conditions between very promi- et 


nent people in the United States. th 
I cannot help but feel that the Treasury’s interest in it from 1953 


was not sheer accident. There is a hot economic contest between ™ 

the Hanna Co., on the one hand, which had an indirect relationship of 

some form to the former Secretary of the Treasury, Mr. George 
Humphrey, and on the other hand, Mr. Eaton—at least that is what d 
appears on the surface. ir 
hese private feuds are perfectly agreeable to me, if people want oO 

to carry them on, but to implicate the Government and to strain our 
relationships on this, seems to me to be pushing the case a little too Vv 
far. t] 
I was interested in why the wheat matter got into your statement t] 
but the tax matter did not, because for every editorial about wheat, I C 
can produce one about the Premium Iron Ores Co. e 
And in this instance I would say that if you want private invest- t 
ment in Canada, you are going to have to do something on our v 
part that is a little broader than just a few major holdings; you are i 
going to have to do a little better job than on the tax case. S 
i 

ARTICLE ON UNITED STATES INVESTMENTS IN CANADA 
Are you familiar with the article of Mr. James Gray in Harpers 
magazine of some time ago? 

Mr. Mercuant. No, sir. 
Senator Humrpurey. It was entitled “A Canadian Looks Us Over.” ( 


Mr. Mercuant. I don’t recall it; no, sir. , 
Senator Humpurey. This is an excellent article which I think , 
ought to be read by our diplomatic people. | 
Mr. Mercuant. What issue was that, Senator ? | 
Senator Humpurey. I believe it was in the March or April 1957 
issue. 
I would have to look it up. 
Senator Futsrieut. Is that Harpers magazine? 








REVIEW OF FOREIGN POLICY, 1958 669 


Senator Humpnrey. No, excuse me, I meant the Atlantic Monthly. 
James Gray is supposed to be one of the leading writers in Canada, 
and one of the points that he raises in this article to which I call 
your attention is a statement by the Right Honorable C. D. Howell, 
at that time Minister of Trade and Commerce. I gather he is no 
longer the Minister of Trade and Commerce. 

Mr. Mercuant. Right. 

Senator Humenrey. Mr. Howell, in addressing the Parliament, 
made three suggestions concerning ‘large- scale Canadian enterprises 
in which United States corpor ations have an interest. 

He said: 

I make bold therefore to offer these three suggestions for the consideration 
of United States corporations: Establishing branch plants in Canada or search- 
ing for and developing Canadian natural resources. One, to provide oppor- 
tunities for financial participation by Canadians as minority shareholders in 
the equities of such corporations operating in Canada. 

Do you feel that is a sound suggestion 

Mr. Mercuant. Yes, I do. That is my very strong personal phi- 
losophy. I would add the footnote, though, that I do recognize as 
a practical matter the obstacles to divesting one’s self of a portion of 
the stock for that purpose. There are very real practical obstacles to 
so doing. 

CANADIAN INVESTMENTS 


I would also make one other point, Senator, and that is the Cana- 
dian investor I think generally speaking tends to take more of an 
interest in bonds than he does in stocks, particularly stocks of a devel- 
opmental enterprise. 

The Canadians have invested in the United States, most of it or a 
very substantial part of it in gilt-edged United States securities ; 
they have per capita investment in the United States which is double 
the United States investment in Canada, and I know of at least one 
case where an offer has been made to Canadians of a minority inter- 
est in a now wholly owned United States subsidiary in Canada where 
the offer was not taken up, or only a fraction of the shares offered 
were taken up. But in principle I agree. I think if you are going 
into another country for purposes of long-term development, then it 
seems to me commonsense and in one’s own long-term interest to take 
in partners of the host country. 


OTHER SUGGESTIONS IN ARTICLE 


Senator Humpnrey. Briefly, the other two suggestions were to 
provide greater opportunities for advancement in United States- 
controlled corporations for Canadians technically competent to hold 
positions and to provide more and regular information about 
the operations of such corporations in Canada. I read this article 
some time ago and I thought it was a constructive effort on the part 
of Mr. Gray. 


RECOMMENDATIONS OF CONGRESSMEN HAYS AND COFFIN 


Are you familiar with Congressman Hays’ and Congressman Cof- 
fin’s report on Canada? _ 
Mr. Mercuant. Yes, Senator, I read it with great interest. 
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Senator Humrnrey. I believe you included some reference to it pi 

in your statement. Do you recall that portion where they said: : 
The primary task in the field of better economic relations is the compiling of al 

more detailed authoritative statistics on a regional basis as to the origin and 

the amount of United States exports to Canada as well as imports from Canada. D 
And then they suggested a joint project by the two Governments . 

on this. q 
Mr. Mercuant. Yes. é v 
Senator Humpurey. What is your view of that suggestion? q 
Mr. Mercuanrt. I want to look into that more, Senator. There are ii 


statistics I think in this area, there are governmental statistics that 
are really of a pretty high order, and I think Canadian statistics, 
official governmental statistics, are likewise comprehensive and ex- 
tremely competently compiled. I had not, until I read this report, 
personally appreciated that there might be an o poereey for obtain- { 
ing the advantages that are suggested there. at is one of the first 

things I want to look into when I go back to Ottawa. 


Senator Humpnrey. I know that these two Congressmen feel very ; 
strongly about this. In fact, Congressman Coffin, knowing of this 
hearing, indicated his interest in your views on it. 1 


Mr. Mercuant. I saw a — deal of Congressman Coffin when he 
came up on his first trip, but unfortunately I was out of Canada 
when he returned with Congressman Hays, and he had not mentioned 
to me, at the time I saw him that first visit, this point. 

Senator Humpurey. It would be interesting later to get your ob- 
servations on it, Mr. Merchant. 

Mr. Mercuant. Yes, sir. 

(The following information was subsequently submitted for the 
record :) 


DESIRABILITY OF PROVIDING TRADE STATISTICS ON A REGIONAL BASIS 


Regarding suggestions in the Hays-Coffin report for compiling certain regional 
trade statistics, it may be stated that the United States Government does not 
at present collect any systematic or comprehensive statistics of United States 
and Canadian trade on a regional basis, except to the extent (very limited) that 
existing breakdowns by customs districts of exit or entry might be so charac- 
terized. The customs declarations filed by exporters and importers or their 
agents do not contain information adequate for the purpose contemplated, and 
extensive correspondence with at least a sizable sample of firms filling the dec- 
larations would be necessary to develop meaningful statistics along the desired 
lines. 

In view of the widespread public and congressional interest in this subject, 
the State Department would be glad, of course, to see pertinent information made 
available. The Department recognizes, however, that reliable statistics of this 
type could be obtained only through substantial expenditures for collection and 
compilation of data not now being reported to the Government. The compiling 
agency and the Bureau of the Budget would be the appropriate sources of a tenta- 
tive cost estimate and would have primary responsibility for an appraisal of the 
relationship of such costs to the value of the information in question. The 
State Department of course would have a direct interest in such an appraisal. 

The most that could be expected of a statistical study in this field would be 
identification of internal regions of origin for exports and destination for imports 
according to somewhat superficial concepts of “origin” and “destination.” These 
would have to be defined merely in terms of the points from which exported 
merchandise started moving to port in substantially the form in which it was 
shipped abroad, and at which imported merchandise first entered domestic dis- 
tribution or manufacturing channels. Experience of the Bureau of the Census 
(compiling agency for United States foreign trade statistics) with two recent 
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pilot projects involving sample surveys of this general type seems to indicate that 
it would be feasible to obtain “shipping” information on export origins, but that 
feasibility of collecting satisfactory data on import destinations is more question- 


able. 

In any event, regional information compiled on the basis of the definitions, 
noted above would represent, at best, only a first step toward analysis of eco- 
nomic impact. Such data although they might well be useful, would not, in 
themselves, provide the answers, which are largely matters of judgment, to the 
questions mentioned in the Hays-Coffin subcommittee report regarding net ad- 
vantages or disadvantages to particular areas of changes in tariff policy. These 
questions involve many additional problems of tracing the complex flows of 
innumerable parts, components, and raw or semiprocessed materials, as well as 
those of the products actually exported or imported. 


REPORT OF ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


Senator Humpnrey. You are familiar with the recent report by 
the Royal Commission on Canada’s Economic Prospects. 

Mr. Mercuant. Yes, sir. 

Senator Humpurey. This is a very elaborate and constructive re- 
port concerning Canadian economic development. 

Mr. Mercuant. Yes, sir; I brought a copy of the final report with 
the thought that the committee might like it for its library. 

Senator Humpnurey. It seems to me to represent real forward- 
looking constructive projects or proposals for Canada’s economic 
prospects and development. 

Mr. Mercnant. Yes. 

Senator Humpnrey. And one of the points that they raised in there 
was the question that I just asked a moment ago about sharing in 
these corporation holdings. 

In fact, in the report there was discussion of ways in which Ameri- 
can corporations might be persuaded to divest themselves of a part 
of their shareholdings in Canadian subsidiaries. 

Do you think that the American corporations are going to be ame- 
nable to this suggestion ? 

Mr. Mercuanrt. I think most if not all of them are thinking very 
seriously about this. This is something that I talk about every time 
I have an opportunity with the representatives of Canadian sub- 
sidiaries of United States corporations. As I suggested, there are 
practical operating and other difficulties in such divestment, but I 
think there is a growing recognition on the part of responsible man- 
agement of the necessity of taking steps even at some inconvenience 
to insure that a frictional situation does not develop and accumulate 
in this area. 

Senator Humrnrey. It seems to me that here is this kind of private 
economic development which requires the kind of helpful, cooperative, 
patient attention of our financial people in Government, such as our 
commercial attaches. I would hope that that emphasis would be 
given to it. 

Mr. Mercuant. Yes, sir, we have that very much in mind. 

Senator Humpurery. Are you familiar with the tax suggestion in 
this Royal Commission report to the effect that if tax benefits are to 
be given to Canadian industry they will be granted only when the for- 
eign-controlled corporations have Canadian participation. 

Mr. MERcHANT. Yes, sir. 

Senator Humrurey. Do you think this would have an adverse ef- 
fect on the investment of American capital in Canada? 
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Mr. Mercuant. To my knowledge no such proposal has been put ti 
forward by officials of the Canadian Government, but I think it would 
be bound to have some effect ; yes. r 
Senator Humrurey. You might expect this would come up, though, 
wouldn’t you, when it comes out of a Royal Commission report ? U 


Mr. Mercuant. One would expect, I think, that the Government 
would seriously consider its recommendations. 


There is the circumstance, of course, that the Royal Commission c 
was appointed and its terms of reference established by the prior : 
administration. 

Senator Humpnurey. Mr. Chairman, I do not want to take any 
more time. If there is any time after my colleagues have asked ques- | 


tions, I have one or two more, but I want now to thank Mr. Mer- 
chant very much for his helpfulness. ! 
The Cuatrman. Mr. Hickenlooper, any questions ? 


WHEAT EXPORTATION AND IMPORTATION 


Senator Hickenwoorrr. Yes, I do have. 

Mr. Merchant, in connection with the wheat operations of Canada, 
how much wheat do we admit into the United States from Canada 
each year ? 

Mr. Mercuant. I haven’t got that figure in mind. Does 17 million 
bushels sound right ? 

Senator Arken. That would include feed. The amount admitted 
for milling purposes is 200,000 bushels and I think it is for the ac- 
commodation of people living along the border. 

There might be 17 million in the case of feed wheat because the 
Pacific Northwest imports a considerable amount. 

Senator HickenLoorer. Do we export any wheat to Canada? 

Mr. Mercuant. Not that I know of, apart from exports for con- 
venience of this same sort. 

There was a case of flour I remember last fall, I believe. 

Senator Arken. We have special rates, if I may interrupt, whereby 
people living close to the border on either side can do their trading 
where it is most convenient for them. I do not know whether the 
Canadians have any need of our wheat or not, but in the case of pota- 
toes and dairy products and all those things, we have a little allow- 
ance. 

Sometimes people travel 50 miles to do their trading. 

Senator Hickenoorrr. The point of my question is that we pro- 
duce a surplus of wheat in this country. We do not need to import 
wheat from any other country so far as I know, and yet I think, 
as a gesture of cooperation at least, we do permit substantial amounts 
of Canadian wheat to come into this country, but I am not aware that 
the Canadians permit any substantial amount of wheat from the 
United States to go into their country. Now, one can understand that 
a surplus in both countries makes a very difficult and complicated 
situation. 

Mr. Mercuant. Yes, sir. I have found the figure for this year, the 
figure from last August to March, for wheat and wheat flour imports 
from Canada into the United States amounted to 5 million bushels. 

Senator Hickenvoorer. Is that for milling wheat, for feed wheat, 
or for both? 
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Mr. Mercuant. That is total wheat and wheat flour expressed in 
terms of wheat. 

Senator Hickentoorrr. Senator Aiken has these figures quite accu- 
rately in mind, I am sure. 


UNITED STATES AND CANADIAN FREIGHT RATES ON WHEAT SHIPMENTS 


Now so far as the competition with Canadian wheat is concerned, 
don’t the Canadians have a very low freight rate on the shipment 
of agricultural products ? 

Mr. Mercuant. Yes. 

Senator Hickentoorer. Isn’t it true that it is very much lower than 
the rates on our railroads for agricultural products ? 

Mr. Mercnant. That is my understanding, sir, though I haven’t 
got a figure in mind. 

Senator Hickentoorer. And, therefore, the Canadians can lay 
down wheat for export at shipping points on the Great Lakes or even 
at our border much cheaper because of that special differential that 
they give to freight rates on wheat shipments, for instance. Is that 
your understanding of it? 

In other words, “they can lay down a ton of wheat at Great Lakes 
shipping ports far cheaper than we can lay down a ton of wheat to 

put on a barge or ship at the Great Lakes, or they can lay it down 
at the Atlantic ‘ports more cheaply because of that very great differ- 
ential in freight rates or agricultural commodity rates. 

The CHarrMAN. Excuse my interruption, but some of those here 
have to leave. We will not be able to hear Professor Corbett this 
morning as we had planned to, so there will be another session this 
afternoon at 2:30 when we will hear him. He has come from out of 
town from quite a distance to testify. 

Senator Hickentoorer. I did not get an answer to that last ques- 
tion. I do not know whether that statement is generally in accordance 
with the facts. 

Mr. Mercuant. I honestly do not know, Senator. 

Senator Hickentoorrr. I understand that is the case, but I thought 
perhaps you might have a little more information on the matter. 


CANADIAN TARIFFS AND EMBARGOES ON FRESH FRUITS AND VEGETABLES 


What is the reason for the embargoes on importation or the high 
tariffs on fresh fruits and vegetables Do they produce a surplus of 
fresh fruits and vegetables in Canada ? 

Mr. Mercnant. I think the main difficulty, Senator, arises from 
the shorter growing season of fruits and vegetables in Canada as com- 
pared to our more temperate production areas, and the greatest diffi- 
culty according to the Canadian claim is that at the beginning of each 
season and the end of each season, the growing season, they are flooded 
with imports from the United States. Do you see what I mean? 

Senator Hickenwoorer. I understand that, but when they do not 
have them from their own production, they still keep the tariffs or 
embargoes at that point, do they not ? 

Mr. Mercuanrt. I do not think so, in the case of commodities which 
they do not grow themselves. 
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Senator Hickentoorer. I understand that you gave fresh fruits T 
and vegetables as one of the illustrations of ae upon which they ain 
imposed prohibitions. Is that a seasonal thing? aie 
Mr. Mercuant. The problem which they feel is created for them 
is primarily due to the seasonal element. What they are doing is, as I 


understand it, negotiating with us now for changes in the tariff 


rates. ( 
They did put last summer I think a complete embargo at one time tio 
on fresh strawberries, but that was lifted in December. do 
Senator HickenLoorer. I was wondering about that. do 


If after the season had ended, and considering any surpluses which 
they might have there, I was wondering whether they would lower 
those barriers and let available fruits and vegetables come in. 
Mr. Mercuant. They did in the case of strawberries. la: 
Senator Hicxentoorrr. I refer to fruits and vegetables which are th 
not at that time competitive with local production. 
Mr. Mercuant. Yes. , 


CANADIAN RESTRICTIONS ON LEAD AND ZINC IMPORTS 


Senator Hicken.oorrer. How much of a tariff do they have in Can- 
ada on the importation of such metals as lead and zinc or do they pro- th 
hibit the imports by tariffs ? 

Mr. Mercuant. My impression is they have no tariff on lead and 
zinc. They area alten of course, and they have limited if not non- 
existent processing facilities. te 

Senator Hickentoorrr. If we want to ship lead and zinc into 
Canada for sale, do they permit it ? 


Mr. Mercuant. I am oa sure they do, sir, but I would like before 7 
that is my final answer, if I could, to check that fact and inform you. f 
There is no embargo, and I do not think there is a tariff, but I would 
like to check that. 
Senator Hickenwoorer. I think it would be interesting to know f 
about that. t 
(The following information was subsequently submitted for the 
record :) t 
ConbDITIONS UNDER WHIcH LEAD AND ZINC CAN ENTER CANADA { 


There are no restrictions (other than duties) on entry of lead and zinc into 
Canada. Following are the rates of duty on imports: 


Zinc: Rate 
Dust, strip and sheets; plates for marine boilers; sal Free. 
ammoniac skimmings; seamless drawn tubing. 
Spelter; blocks, pigs, bars, rods or granular form; plates 1 cent per pound. 
not otherwise provided for. | 
Se RN: PN Sa his ici odin stacked alwsbbiniatsbed Free. 
Slugs or discs for use in manufacture of seamless cups Do. 
or Shells for electric dry batteries. 
Sheets for use by photoengravers, etec__.__.__._._.--__--____ Do. 
Products and alloys containing not more than 10 percent 20 percent. 
other metal. 


ip Manufacturers not otherwise provided for_._...._....___ 174% percent. 
ad: 
nn nn aOR hr A ot ee et inka lke 1 cent per pound. 
EN sk ticacincipintnnttnmimecndi beta dice 221% percent. 
IT ld eet iceeniinieion Free. 


Manufacturers of, not otherwise provided for___._________ 25 percent. 
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The Canadian Tariff Board has been investigating the foregoing rates on 
zine and they may be changed through negotiations with the principal supplying 
countries under article XXVIII of GATT. 


CANADIAN WHEAT MARKETS DISTURBED BY UNITED STATES WHEAT 
SHIPMENTS 


Outside of the incident or the situation which I believe you men- 
tioned about the lower quality of milling wheat in Canada last year, 
do your statistics show that Canadian world wheat sales have gone 
down ¢ 

Mr. Mercuanr. Yes. 

Senator HickenLoorer. On the average? 

Mr. Mercuant. They declined roughly 50 million bushels in the 
last crop year from what they had been the previous year, which I 
think was the rough general average of several preceding years. 

Senator Hickeniooper. But as I understood you, that reduction 
was because of the lower quality of the milling wheat of that particu- 
lar year. 

Mr. Mercnant. I said, sir, that was a factor. 

I do not think that was exclusively responsible. 

Senator HickeNnLoorer. Do you have any statistics to show where 
the United States has gone into hard currency markets of the world 
and taken markets away from Canada that have been traditionally 
and historically served by the Canadian wheat sales ? 

Mr. Mercuant. I haven’t got with me figures in sufficient detail 
to produce that, Senator. 

Let me see if I can get that from this paper. I know Japan in the 
ease of flour, and the Philippines were two instances where the Ca- 
nadians felt markets which they were established in had been reduced 
for them. 

There was one case also of Poland, where, under our economic aid 
program last year, wheat was included in fairly substantial quantities 
from the United States, to which country the Canadians had shipped 
the previous year quite substantial quantities of wheat. 

Senator Hicken.oorer. And they considered that that market was 
taken away, at least for that one year? 

Mr. Mercuant. They felt that our entrance into it had affected 
their ability to sell wheat, yes. 

Senator ArkeNn. Will you yield? 

Senator HickENLooper. Yes. 

Senator Arken. Wasn’t it understood that our shipments to Poland 
would be in addition to the normal purchases from Canada? 

Mr. Mercnant. Yes, sir, I think that is correct, but my recollection 
is or the last information I had is that there had not actually been a 
contracting by Poland from Canada for wheat on normal commercial 
terms. 

Senator Arken. I think it was intended that our sales to Poland 
would be completely in addition to their purchases from Canada and 
what they would get from us would be used as a reserve so they could 
take certain —— steps which they otherwise wouldn’t be in a 
position to take. 


Mr. Mercuant. Yes. 
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Senator Hicken.oorrr. As I understand it, it has been our con- 
sistent policy, especially in Public Law 480 operations, that we do 
not go into countries and disturb the normal ordinary commercial 

urchase transactions of such commodities as wheat, and that in Pub- 
ic Law 480 we only put in wheat over and above the normal com- 
mercial transactions so as not to disturb those markets. 

And it is my understanding that we have done that, and that the 
general commercial markets, the world commercial markets of these 
other wheat-producing countries, have not in fact been substantially 
disturbed by this operation. 

Mr. Mercuant. That certainly has been our purpose and intention. 

The Canadian claim is that notwithstanding our efforts, they have 
suffered damage here and there and in other places. 

Now as I said earlier though, it was the barter transactions which 
I think disturbed the Canadians more than any others. 

Senator Hickentoorer. Yes, certainly there have been some barter 
transactions which have, I know, caused some criticism at various 
times. 

However, do the Canadians take the position that the United States 
is barred from going, or should be barred from going, into the world 
markets on straight commercial transactions to sell our products? 

Mr. Mercuant. I have never heard such an assertion made; no, sir. 

Senator Hickenwoorrr. It seems to me the whole connotation of 
this argument of, or the position that is being presented by, the Cana- 
dians is that they say we should not do that, but that for some reason 
we have to withdraw from the world markets on commodities which 
we have in surplus and which we want to sell. 

Mr. Mercuant. Well, the Canadians have been disturbed during 
the last year I think on the arithmetic of it which made it easy for 
them to get disturbed, with our surplus stocks going down over a 
hundred million bushels and theirs going up over a hundred million 
bushels. 

LACK OF CONTROLS ON CANADIAN WHEAT PRODUCTION 


Senator Hicxentoorrr. Of course, they have uncontrolled produc- 
tion there. As I understand it, a Canadian farmer can raise all the 
wheat he wants but he has to keep it and then he sells it when there is 
a market for it. 

Mr. Mercuant. That is right. 

Senator Hickren.toorer. They do not go on a program of acreage 
control or any restrictions of that kind, so if they five surpluses, they 
probably are due to the uninhibited planting of wheat in Canada. 

Mr. Mercuant. There has been a decline, of course not comparable 
to ours, of wheat acreage sown. There has been a decline in Canada. 
It has been largely due to the fact as you indicated, Senator, that the 
Canadian farmer, wheat grower, cannot get paid for his crop until 
it is accepted by an elevator. The Wheat Board is the monopoly 
agent of the Government for all overseas sales. 


Senator Hickenwoorer. In the main that acceptance depends on 
markets for the wheat? 

Mr. Mercuant. Yes, sir; and the incentive to sow more wheat or 
the incentive to sell less wheat is affected by how much of last year’s 
wheat the individual farmer has stored in his living room, and 44 
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percent of the surplus according to the last figures we have is now on 
the farm. This does not operate perfectly, but it does represent an 
element in the production of wheat in Canada. 

Senator Hickenwoorer. I think that completes the questions I will 
ask at this time, Mr. Chairman. I do not want to prolong this. 

The Cuarrman. Thank you. 

Mr. Mansfield, have you some questions? 

Senator Mansrietp. Yes, I have, Mr. Chairman. Mr. Ambassador, 
it is good to see you back again. 

Mr. Mercuant. Thank you, sir. 

Senator Mansrretp. And I am very happy that on this particular 
matter affecting Canadian-American relations every member of the 
Foreign Relations Committee who is in the city has shown up at 
the hearing this morning, because it indicates the interest we have. 


UNITED STATES AND CANADIAN LOCAL AND NATIONAL VIEWPOINTS 


Now it is true that you and this administration have to look at 
things from a national point of view, and that Mr. Diefenbaker, the 
new Prime Minister , or rather the Prime Minister who succeeded Mr. 
St. Laurent, and Mr. Pearson before him, have to do the same thing. 
But I would daresay that the members of the House of Commons and 
the Senate in Canada have to give some consideration to the people 
whom they represent in the Provinces from which they come, and of 
course we have to do the same thing here. 

So I hope that when we discuss this on a national basis, we will 
recognize some of the local issues and see them in their true light in 
relation to the national picture which we are trying to portray. 

I would like to ask some questions, both on a national basis and on 
a local basis. 


CONSIDERATION OF CANADA’S VIEWS ON FOREIGN POLICIES 


About a month ago Prime Minister Diefenbaker made a speech in 
which he said that the West is losing the diplomatic struggle with the 
Soviet Union and needs urgently a new and imaginative diplomatic 
approach. 

‘his would seem to indicate that Canada is not completely in ac- 
cord with western policies toward the Soviet Union. 

Do you believe Canada’s views on foreign policies are given serious 
consideration by the United States ? 

Mr. Mercuant. Yes, I do, Senator. 

Senator Mansrretp. Do you believe that on occasion Canada speaks 
as the voice of the Commonwealth in the field of foreign policy ? 

Mr. Mercuanrt. I do not think I would go that far, sir. I think 
Canada is conscious of her position in the Commonwealth. I think 
Canada at, times feels that by virtue of her special relationship with 
the United States and with the United Kingdom, she is in a position 
to interpret each to the other to some degree 

Senator Mansrrevp. I would agree w ‘ith that statement, and I think 
that Canada is the logical nation ‘to assume that position, ‘and I would 
hope that she would continue to exercise it in the decades ahead. 

However, I do believe that if Canada is not the voice on occasion 
of the Commonwealth, she does exercise a dominant voice in the delib- 
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erations of the Commonwealth as such, and when she does speak in 
foreign policy, she speaks by and large for the Commonwealth as a 
whole. 


PROPOSED DIVERSION TO THE UNITED KINGDOM OF SOME OF CANADA’S TRADE 
WITH THE UNITED STATES 


Now, Mr. Ambassador, Prime Minister Diefenbaker has said that if 
some of Canada’s trade—the figure of 15 percent has been men- 
tioned—could be diverted from the United States to the United King- 
dom, it could help with Canada’s imbalance of trade with the United 
States and decrease its economic dependence on this country. 

Do you think Canada will make a serious effort to divert its trade 
in this fashion ? 

Mr. Mercuant. I would myself doubt that Canada would impose 
the types of fiscal and capital movement and export-import controls 
which would be required to force such a diversion of trade. 

I think the Canadian Government will continue its efforts as ex- 
emplified by the recent exchange of industrial and trade missions with 
the United Kingdom. I think Canada will increase its efforts to 
build up its trade with the United Kingdom. 

Mr. Diefenbaker recently stated that the 15-percent figure was not 
a target or a policy but a reflection of a situation which, if it occurred, 
would be of iiss t he thought to Canada in balancing better its ex- 
ternal economy. 

Senator Mansrre.p. That is understandable on the Prime Minister’s 
part, but I would express the hope that the net result would be an 
increase in trade with both the United Kingdom and the United 
States, and thereby a bettering of the Canadian economic situation. 


EFFECT ON CANADIAN TRADE POLICIES OF UNITED STATES ADOPTION OF 
FREER TRADE POLICIES 


If the United States were to adopt freer trade policies, do you think 
that that would have any effect on Canada’s trade policies? 

Mr. Mercuanrt. Yes. 

Senator Mansrretp. Do you think, for example, that Canada would 
necessarily lower its tariffs ? 

Mr. Mercuant. I think it would, Senator, have an effect on Can- 
ada’s trade policies. 

Whether it would be reflected in a lowering of existing tariff bar- 
riers or in a failure to raise existing tariff barriers I do not know. 
But I think these things have an action and an interaction. The risk 
that I have seen is that isolated actions may be assumed by the other 
party to represent a pattern and set up a counteracting movement, and 
thus you can arrive almost by inadvertence where you do not want to. 

Senator Mansrretp. The reason I raised that particular question 
was because I understood you to say, in answer to a question of a 
member of this committee that, in your opinion, in the years ahead the 
tendency would be toward more protection for Canadian industry. 

Mr. Mercuant. Yes, sir. 

I think that can be modified by an intelligently conceived foreign 
trade policy of our own. 
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CANADIAN EXPORTS TO THE UNITED STATES OF FEEDER CATTLE 


Senator Mansrietp. Now the question has been brought up about 
the importation of Canadian grain products into this country. In 
addition to that, may I say that I am awfully glad that this wheat 
situation has been laid on the table. 

I would express the hope that because of these hearings our Cana- 
dian neighbors would achieve a better understanding of just what 
the wheat situation means. I would say that in sdilition to grain 
imports from Canada into this country, we also have fairly sizable 
imports of cattle, mostly feeder cattle, into this country, which creates 
a problem with my people in Montana and I am sure it does in North 
Dakota and other cattle-producing States. 

I bring that out only to indicate that, as Senator Humphrey has 
already stated, this matter we are discussing is not a one-way street, 
that there are two ways to look at it, and I hope we will look at both, 
and that if there is a third way, we will look at that way, too. 


EARLY WARNING SYSTEM IN CANADA 


Do you know anything about BMEWS? 

Mr. Mercuant. Yes, sir. 

Senator MansrreLp. Would you tell us something about that? And 
incidentally, may I say for the record it is spelled B-M—E-W-S, all 
capitalized. 

Senator ArkeN. What does it mean ? 

Senator Mansrrevp. Ballistic missile early warning system. 

Mr. Mercuant. Senator, I really question whether I should discuss 
that in open meeting. 

Senator Mansrretp. I understand. But I understand also, and 
this is the basis for the question, that there has been some Canadian 
dissatisfaction because of the fact that after this was agreed on, then 
the Canadians were consulted and asked to confirm an agreement. 
Now it does not affect Canadian territory, but it is a matter which 
T think bears a relationship to Canadian-American relations, and 
I would ask, Mr. Chairman, that the Ambassador furnish a statement 
on a confidential basis to this committee, so that we will understand 
this relationship. 

The CHarrman. Will you do that? 

Mr. Mercnant. I will be happy to do that, Senator. 

ae following information was subsequently submitted for the 
record :) 


BALLISTIC MISSILES EARLY WARNING SYSTEM 


Up to the present time, the State Department has not initiated negotiations with 
the Canadian Government with respect to the ballistic missiles early warning 
system, since no request has been received from the Department of Defense to 
seek Canadian authorization for the establishment of any facilities in Canada 
related to this project. 

The Defense Department has indicated that present plans do not call for the 
location of any BMEWS radar stations in Canada. However, according to that 
Department, some improvements to existing communication facilities in Canada 
may be necessary to ensure a rapid flow back to the United States of detection 
and warning information from BMEWS radar stations located outside of Canada. 
In this connection, the Canadian Government has granted the United States 











680 REVIEW OF FOREIGN POLICY, 1958 
permission to conduct surveys in Canada to determine the extent of improve- 
ments to existing communication facilities needed to support the BMEWS bros 
project. whi 
NEGOTIATIONS CONCERNING THE LIBBY DAM ee 
is 
Senator Mansrretp. Now, Mr. Ambassador, how are the nego- Ss 
tiations coming along in relation to Libby Dam, and especially in fro 
relation to General McNaughton ? inte 
Senator Morse. You are saving me time. 
Mr. Mercuant. The present status, Senator, in connection with the rec 
Libby Dam application, is that the Embassy submitted a note to 
the Cunsilian Govrnnnit, it must have been about 3 weeks ago, I g 
think, that I delivered it. We have not yet had from the Canadian are 
Government an indication of when they will be prepared to discuss pro 
it with us. “= 
They have it under urgent study, I know, and I do not expect pro- Ma 
longed delay before the Department of External Affairs comes back cor 
to me and says they are prepared to discuss this further. fer 
Senator Mansrrexp. I think it ought to be brought out for the oad 
record that Libby Dam has been authorized for almost 10 years; that ‘ne 
for 10 years the International Joint Commission of the United States we 
and its Canadian counterpart have been meeting in Montana, in Ot- int 
tawa, and in Washington, in an effort to work out a modus vivendi ; 
which would be mutually beneficial to both countries. aa 
Now we can build a low dam up to the Canadian border, but it pr 
will not be of any benefit to us. It is my understanding that if the of 
dam, as contemplated, could be extended into British Columbia, it ot 


would be able to give an on-site delivery of something on the order 
of 600,000 kilowatts of power. 

I would express the hope that some sort of an equitable power 
arrangement could be made whereby both Canada and the United 
States would benefit and that this matter could be brought to a 
head so that the best interests of British Columbia and Montana, 
Canada and the United States, could best be served. 

This is an important factor in the development of our part of the 


country, and there are rumors going around about a diversion on the q 
part of the Canadian Government of waters of the Kootenai into ( 
Columbia Lake for the purpose of cutting down the streamflow into : 
Montana and Idaho, and thereby foregoing forever all possibility of c 
a project which could be muataatty beneficial to both nations. é 


I would express the hope that the Canadian and the American ( 
Commissioners would get together, would meet in good faith, and 
would try and work out an arrangement which would be mutually 
satisfactory. And while I recognize that there is a Canadian and an 
American point of view, it is my understanding that the people directly 
affected in British Columbia are by and large in favor of this project, 
of this extension, and I would hope a solution could be Goma 
I am happy to note that the American Embassy in Ottawa is keep- 
ing the issue alive, and I hope they will continue to do so. 


COST OF PRODUCTION OF LEAD AND ZINC IN CANADA 


Now would you furnish for this committee the cost of production 
of lead and zinc in Canada? Could you get some official Canadian 
figures, which would indicate perhaps just how deep and wide and 
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broad this problem is, because we have zinc production in Montana 
which has been down for a year and a half, and the mining industry, 
by and large, has been the longest and hardest hit of any industry in 
this country. 

So when the Canadians talk about lead and zinc, let us look at it 
from both sides, because we have a problem, too, and we are just as 
interested in our lead and zinc miners as Canada is in its own. 

(The following information was subsequently submitted for the 
record :) 

Cost oF PRopucTION oF LEAD AND ZINC IN CANADA 


Satisfactory figures on Canadian cost of production of lead and zine 
are not available. To obtain them would present a difficult and complicated 
problem. The Tariff Commission, in its recent exhaustive study, under the 
escape clause of the Trade Agreements Act, of the effect of lead and zine imports 
on the domestic industry, did not find it feasible to try to obtain Canadian costs. 
Many Canadian plants process ores containing not only lead and zinc but also 
copper, cadmium, gold, and silver. Some also produce sulfuric acid and produce 
fertilizer from phosphate rock. Even assuming complete accessibility of the 
books of Canadian lead-and-zine producers, it would be an extremely difficult 
task to put together the figures of the different concerns, with the greatly vary- 
ing proportions of their energies devoted to lead and zine, in a manner which 
would be meaningful as representing the cost of producing lead and zine by the 
industry as a whole. 

It may be noted, however, that generally speaking, Canadian lead and zine 
producers have been hurt by rising costs and falling markets, in much the 
same manner as domestic producers. Most of their mines were brought into 
production at much higher prices for their product than now prevail. A number 
of them have been forced, under prevailing prices, to shut down and many 
others are operating at a greatly reduced level of income. On the other hand 
some of them have an advantage by reason of possessing a higher grade of ore 
and operating on a larger scale than some American producers. 


UNITED STATES CONSULAR REPRESENTATION IN CANADA 


How many consulate generals are there in Canada? 

Mr. Mercuant. We have 12 consulates, sir. 

Senator Mansrievp. All consulates? 

Mr. Mercuant. Well, several are consulates general, and the others 
are consulates. We have a consulate in Halifax, a consulate in 
Quebec City, a consulate general in Montreal, a consulate general in 
Toronto, a consulate in St. John’s, a consulate also in Saint John, a 
consulate in Niagara Falls, a consulate in Windsor, a consulate gen- 
eral in Winnipeg, and a consulate general in Vancouver. I think that 
covers the 12. 

Senator MansrFrecD. You have one in Calgary. 

Mr. Mercuant. Excuse me. In Calgary and Edmonton, in each of 
those we have a consulate. 


SUGGESTION THAT CALGARY CONSULATE BE MADE A CONSULATE GENERAL 


Senator Mansrrevp. The relationship between the State of Montana 
and Alberta and Saskatchewan, Canada—and this is again getting 
down to the local basis—is very close and very good. As a matter of 
fact, so many Canadians cross the border into Montana and from 
there go into other parts of the State that they furnish a sizable 
economic increment to our economy. We like them. We have Ca- 
nadian Day, during which they spend their highly prized dollars, and 
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they get full value for them in our State, and it is a constantly increas- 
ing influx. 

d in return, more of our people are going up into Canada, be- 
cause there they can buy goods from England and elsewhere which are 
not available except at higher prices in the States. 

I would express the hope that some consideration be given by the 
Department to the increasing importance of the Calgary consulate 
and the possibility that something might be done to raise its status, 
because it does have a huge area to cover, and a tremendously large 
population to consider. 

r. Mercuant. Senator, if I may interpolate, I can testify to the 
extraordinary feeling of friendship and intimacy between Alberta and 
Montana. I have been in Calgary several times. The last time I was 
there I made a speech, and there was an entire delegation from your 
State which came over to Calgary to spend the day and to share in 
the festivities. 

Senator Mansrietp. Yes. We go up there quite often. We like 
the Canadians. They come down to see us and give commencement 
addresses, and there are joint clubs comprising both Canadians and 
Americans. 

Maybe what we are doing out in my part of the country ought to 
spread to other parts of the Nation along the Canadian border, because 
there is nothing but the best of feelings there. 

The Carman. Mr. Mansfield, I will ask you to take the chair. 
I have to leave to keep another senatorial engagement. 

It is a pleasure to see you again, Mr. Ambassador. 


AMERICAN AIRLINES’ ATTEMPTS TO ESTABLISH CANADIAN CONTACTS 


Senator Mansrretp. One more question. Again getting down to 
the local level, could you briefly tell the committee what is the status 
of American Airlines’ attempts to establish Canadian contacts, some 
of which I understand, like Western Air, have been approved by this 
country for at least 10 years, and have been in the process of negotia- 
tion since that time. 

Mr. Mercuant. There have been some preliminary talks fairly 
recently, Senator, on the question of transborder routes, and I cannot 
make any promise, but I am hopeful that before long we will be able 
to go into a serious negotiation on that matter. 

I do not think any single route can be taken up in total isolation. 
We have, as you know, the bilateral air transport agreement with 
Canada, and tania be hopeful that it could be amended in several 
respects to the common interests of both countries. 

enator MANsFieLp. And again on a two-way basis. 

Mr. Mercuant. Ona two-way basis. 

Senator MAnsFIELD. So that in return, Canada would receive con- 
sideration down here and we would receive consideration up there. 

Mr. Mercuant. Yes. This is something we have very much in 
mind. 

Senator Mansriexp (presiding). Senator Aiken. 

Senator Arken. I will pick out the questions which seem most 
important to me. 
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COMMITTEE PROCEDURE 


Senator Carenart. Would the Senator yield a moment? 

Mr. Chairman, at what time do you think we might recess? 

Senator MansFievp. We will go on until we finish, because we have 
Professor Corbett coming in at 2: 30. 

Senator Carenartr. Do you think that is good policy? 

Senator Mansrietp. The announcement was made. I am just act- 
ing here. 

Senator Arken. Iam not going to take long. 

Senator CapeHArt. You have Senator Morse, also. 

Senator Mansrievp. He will not take long. 

Senator Morse. The Senator from Montana can speak for himself 
any time he wants to. 

Senator Capenart. Unfortunately, I have a luncheon engagement 
at 12:30. I make a motion that we recess until 2: 30. 

Senator Morse. Mr. Chairman, let me be heard on that motion. I 
object to that motion because I have a very important bit of cross- 
examining to do at 2 o’clock before the Labor Committee, and as lon 
as this committee does not see fit to apply a time rotation rule, I thi 
those of us at the bottom of the totem pole at least ought to be allowed 
to ask our questions before we recess. 

Senator Capenart. That is my point. 

Senator Mansrievp. May I say that I had an appointment at 12:15 
which I am going to miss, but I think this is important enough to 
keep going on. We have Professor Corbett here. We have brought 
our Ambassador from Canada. 

Mr. Aiken, I suggest you go ahead. 

Senator Capenart. Mr. Chairman, I made a motion. 

Senator Mansrievp. Those in favor of the motion will say “Aye.” 

(No response. ) 

Senator Capenart. I want to discuss the motion. 

Mr. Chairman, I want to say this: I feel that perhaps Senator 
Morse and myself, since we are at the bottom of the list, ought to get 
off this committee, because we never get an opportunity to ask ques- 
tions. You run up until a quarter of 1. You hurry through this 
motion. 

I want the record to show that I think the method under which 
this committee operates is very unfair and unjustified. I think the 
time ought to be allocated. 

I think it is a very, very unfortunate situation, and I think anybody 
sitting around here listening this morning would agree. 

Senator Mansrie.p. If the Senator would yield, I am just filling 
in here. The chairman made a statement, and I feel bound by it 
because he did announce to the committee, and most of them were 
present, that Professor Corbett would be here at 2: 30. 

Senator Carenart. He could remain until after this gentleman has 
been questioned at 2: 30. 

Senator MansrFrevp. I will tell you what we will do. Let us permit 
Senator Aiken and Senator Morse to ask their questions here now. 
You be here at 2:30 and we will ask the Ambassador to come back, 
and I will explain that to the chairman. Will that be all right? 

Senator Carenart. It is perfectly all right with me, 
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Senator MansrreLp. When we do have these hearings from now on, 


at the first pe-aroeed perhaps a limitation of, say, 10 minutes ought 
to be placed on the members. In that way I think we will all get a 
chance. 


CANADIAN DEVALUATION OF THE DOLLAR 


Senator Aiken. 

Senator AIKEN, Yes. 

Mr. Merchant, you referred to the fact that in the tourist business 
this year, the United States gained and Canada lost, and there was 
good reason for that, and that was the devaluation of the dollar. 

American tourists do not like going to Canada and paying 10 per- 
cent more for what they buy, and do not like having 5 cents taken out 
of every dollar. 

The Canadians went through the same thing a few years ago as far 
as we were concerned, also. 

Is there any likelihood that we will someday have a dollar which is 
worth a hundred cents on either side of the border, and then we would 


eliminate this irritation? It undoubtedly has cost Canada a lot of 


money this year. That devaluation of the dollar was simply an irri- 
tation, not because of the cost, but because tourists will not go there. 

Mr. Mercuant. Yes; it has been a troublesome thing. I would 
personally doubt, sir, that there would be any move which would re- 
move the element of fluctuation in the free market. So the disap- 
pearance of the premium, I think, is really dependent on a reduction 
in the flow of United States capital into Canada. 

Senator Arken. There has been a tremendous Canadian tourist 
business in the United States this year. 


UNITED STATES-CANADIAN UNDERSTANDING CONCERNING BARTER SALES 


Now a year ago the Canadians were very properly, I think, protest- 
ing against United States barter deals in Western Europe, which not 
only cut into American dollar sales but cut Canadian dollar sales at 
the same time. 

In October, the topflight officials of both countries met and entered 
into an agreement whereby the United States would stop what Cana- 
dians considered to be unfair and price-cutting barter deals. 

Have the Canadians been generally satisfied with the situation as it 
has existed since that agreement was entered into ? 

Mr. Mercnant. I think they were very happy with that, sir. I do 
not think, Senator, according to my recollection, it was in the nature 
of anagreement. My recollection is that 

Senator Aiken. An understanding. 

Mr. Mercnant. On May 27 of last year, I believe, the Department 
of Agriculture issued a press release describing the new criteria which 
they would apply to any barter deal. 

Senator Arken. Was that not the result of the understanding be- 
tween the two countries? I do not know which came first, exactly. 

Mr. Mercuant. Yes. I do not think the Canadians really fully 
understood at the time, in May, what the consequence of this revision 
of our own criteria would be, and I know this came up again in 
October at the meeting in Washington of the Joint Cabinet Economic 
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Committee. The Canadian ministers then expressed great pleasure 
when it was explained to them what this decision had been and what 
its effect had been. 

Senator Arken. It was referred to in the understanding of October. 

Mr. Mercuant. Yes, that is right, sir. 

Senator Arken. And since that time, although we have been in 
competition with Canada for markets for wheat and barley, which 
are the two crops which come into competition, it has been considered 
fair competition, has it not ? 

Mr. Mercuant. Yes, sir; I think that is generally so. 

Senator Arken. And in regard to the point that Canada has been 
losing markets or exporting less, the United States also exported less 
this year. Is that not due to the fact that Western Europe, which 
is normally one of our better markets, has had a very excellent wheat 
crop of its own, and has not had to buy from either Canada or the 
United States ? 

Mr. Mercwant. Yes. 

Senator ArkeN. You used the figure of 5 million bushels for the 
wheat exported from Canada into the United States. 

Mr. Mercuant. And wheat flour in particular. 

Senator Arken, Of wheat and wheat equivalent. 


UNITED STATES IMPORTS OF CORN AND CATTLE FROM CANADA 


Do you know what the figures are for United States corn exported 
to Canada ? 

Mr. Mercuant. No, sir; I do not. 

Senator Arken. They are substantial; are they not ? 

Mr. Mercuant. That is my understanding; yes, sir. 

Senator Aiken. I think that one offsets the other. 

Mr. Mercuant. Yes. 

Senator Arken. Very well. 

The Senator from Montana referred to the importation of cattle 
into the United States. Has not the price of 30 cents a pound had 
something to do with the Canadian imports ? 

Senator Mansrrevp. Will the Senator yield there ? 

Senator Arken. Yes. 

Senator Mansrietp. No. It has happened every year, and I think 
the order is something like 700,000 head. 

Senator Arken. A few years ago it worked in reverse. The price 
was actually higher in Canada than it is this year. As I listen to 
the Montreal market report, it seems to me the price of livestock is 
fully as high in the Canadian market as it is in the United States. 

Mr. Mercnanr. Yes. On that movement of cattle, as I recall the 
figure, only 1,800 head moved from Canada into the United States 
the previous year, and now this is an export of real value, upwards 
of $100 million. 

I have taken pains on every occasion to point out to the Canadians 
what a valuable and relatively open market this was. 

Senator Mansrietp. You mean coming into our country? 

Mr. Mercnant. Yes. 

Senator Mansrretp. Some of our cattlemen out there do not think 
it is. They are sort of worried about these imports of feeder stock. 
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Senator Arken. Whether they are buying feeders or raising the ‘ 
finished beef, or whether they consider the price too high or not, how- rey 
ever, that is not a crucial situation at the present time. sta 
Do you not believe that it is necessary for the United States and col 
Canada to work together very closely in the marketing of wheat if i 
we are to avoid disastrous teeakes in prices ¢ are 
Mr. Mercuant. I do indeed, sir. is] 


DROP IN LEAD, ZINC, AND METAL MARKET 


Senator Arken. It is true, also, that the Canadians understand, 


I suppose, that the drop in the lead, zinc, and metal market may be by 
partly due to the use of plastics ¢ pI 
Mr. Mercuant. Yes. co 

Senator Arken. We cannot repel that very well. We are some- 
what in the same boat they are, although it is a little different. . 
RICHELIEU-CHAMPLAIN-HUDSON WATERWAY : 
I 

I did not care to ask this last question, but so long as Senator Mans- 
field referred to the Kootenai matter, I should like to ask you, since b 
the Diefenbaker government has come into power, if you have heard el 
any further discussion in Ottawa relative to the Richelieu-Champlain- Py 
Hudson Waterway ? a 

Mr. Mercuanrt. No, sir; I have not. I have heard some discussion 
of it in Quebec City. T 
Senator ArkEeN. Quebec is pushing very hard on that. a 
Mr. Mercuant. I do not think this is a problem which the new l 
—— has really had an opportunity to address itself to, and ¢ 
think the basic background feeling is that the St. Lawrence seaway ] 


should be completed and in operation before considering that. 
This is surmise on my part. 
Senator Arken. That was the opinion of the old government, how- 
ever. 
Mr. Mercuant. I would guess it was equally true of the present. ' 
That is a surmise, because I have not discussed the matter. 
ve ArKeNn. But Quebec is pushing harder on that at the present | 
time | 
Mr. Mercnanrt. Yes. 
Senator Arxen. I think that is all the questioning I will take time 
for now. 
Senator Mansrietp. Senator Morse. 


AMBASSADOR MERCHANT COMMENDED 


Senator Morse. Mr. Ambassador, for many reasons I am very 
—_ that you are before the committee, because of the help you 
ave been to the committee and also because it gives me an opportunity 
to say in your presence what I have said on several occasions else- 
where: I think that you are an example of outstandingly good work 
which is being done by American ambassadors, and on more than one 
occasion I have compared the work you are doing for the United 
States in Canada, with that, for example, which Ambassador Bunker 
is doing in India. 
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Surprisingly enough, I think some of the same problems of national 
representation are involved, because of the similarity of misunder- 
standing that exists about American foreign policy in those two 
countries, as far removed as they are. 

Although I wholly approve of the fine job of representation you 
are doing, it doesn’t mean that I agree with every point of view that 
is being expressed by the American Embassy in Canada. 


REASONS FOR FILING OF PREMIUM IRON ORES TAX CASE 


One of my disagreements with you is in regard to the matter raised 
by Senator Fulbright and Senator Humphrey in regard to this tax 
problem, and I want to supplement it with this statement for your 
comment. 

The Canadian Government has protested at least three times. The 
Canadian Parliament has debated the subject angrily and the Cana- 
dian press, as far as I can see, has rather unanimously condemned the 
action of the United States Treasury Department in regard to the 
Tron Ores Company of Canada tax case. 

In 1956, the Internal Revenue Bureau filed a $4 million suit for 
back taxes against the Canadian corporation and its 2 principal own- 
ers. This corporation, Premium Iron Ores Ltd., is the principal 
competitor of George M. Humphrey’s iron ore company of Canada 
and Mr. Humphrey is the former Secretary of the Treasury. 

I needn’t tell you that the pressing for action on this case by the 
United States Treasury Department has created some ugly rumors, 
and I think it is about time for us to find out whether these are just 
unsubstantiated ugly rumors or represent, as it is alleged to be, a dis- 
criminatory policy on the part of the United States Treasury, and so 
I present these facts and ask you if you are aware of them. 


CANADIAN AIDE MEMOIRE ON TAX CASE 


On November 21, 1956, the then Canadian Prime Minister wrote 
the Canadian Ambassador in Washington as follows: 


After a good deal of thought and deliberation with my colleagues in the 
Cabinet, I have decided that we should submit a memorandum to the State De- 
partment giving our views in the above Premium case. I am, therefore, attach- 
ing an aide memoire from you to the Secretary of State which I understand 
is the usual procedure for transmittal of such a document, and in the absence 
of Mr. Dulles I would ask that you communicate to the Acting Secretary of 
State at the earliest possible moment. 


Are you aware, Mr. Ambassador, of that note to the Canadian 
Ambassador ? 

Mr. Mercuant. I must have been aware of it at the time, sir, but 
the transmission was in Washington and I wouldn’t trust my memory 
on the date. 

Senator Morsr. In the aide memoire the Canadian Prime Minister 
said: 

When the Canadian Government, as a war measure to increase essential pro- 
duction, agreed to exempt Premium Iron Ores Ltd. from income and excess 
profits tax for a period of 3 years, it was not contemplated that there would be 
any United States tax applicable to these operations of the company which the 


Canadian and the United States Governments were both trying to accelerate in 
the joint interest of the two countries. 
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_ Mr. Ambassador, do you recall that that representation was made 
in the aide memoire? 


Mr. Mercuant. I must have been at the time, sir; yes, sir. 


PREMIUM TAX CASE AND THE UNITED STATES-CANADIAN TAX TREATY 


Senator Morse. On April 10, 1957, the Canadian Prime Minister 
told the Canadian Parliament that the Canadian-United States tax 
treaty would have to be renegotiated if its real intent were not up- 
held in the Premium case. 

Are you aware that that was the position the Canadian Prime Min- 
ister took in a speech before the Parliament ? 

Mr. Mercuant. That was April of this year, sir? 

Senator Morse. April 10, 1957. 

Mr. Mercuanrt. I must have been at the time, sir; yes. 

Senator Morse. Is it true that Canadian officials are still indicating 
rather strongly that they think, in view of the position the United 
States has taken in this tax case, that the tax treaty is going to need 
some renegotiating ? 

Mr. Mercuant. That has not been brought to me, sir, recently. I 
remember Mr. Nowlan’s statement in the House last December, I 
think it was. 


CONTINUED CANADIAN CRITICISM OF HANDLING OF TAX CASE 


Senator Morse. Would you say that up until this hour, however, 
there continues to be a considerable amount of criticism expressed in 
Canada in regard to the handling of this tax case? 

Mr. Mercuant. Yes; there has been continued press notice of this. 

Senator Morsr. You referred to the Nowlan statement. For the 
record, let me make this comment about it. On January 13, 1958, 
Canadian Revenue Minister George Nowlan, of the new Conservative 
government, told Parliament that the Government had protested anew 
to the United States. 

That is what you were referring to a moment ago when you testified 
that this criticism still exists in Canada? 

Mr. Mercuant. That is right. 


CANADIAN NOTE OF DECEMBER 23, 1957 


Senator Morsr. On December 23, 1957, the Conservative govern- 
ment of Canada in a note to the State Department said: 


The Canadian Government is desirous of avoiding any misapprehension con- 
cerning its position in the Premium Iron Ores tax case. Accordingly, the 
Canadian Government would wish the United States Government to be aware 
that the views contained in the aide memoire presented by the Canadian Embassy 
on November 28, 1956, and in the statement made by the previous Prime Minister 
in the Canadian House of Commons on April 9, 1957, are very strongly shared 
by the present Canadian Government. For reference purposes, the relevant 
extract from the House of Common Debates for April 9, 1957, is attached. 


The debates carried expressions of all parties in Parliament oppos- 
ing United States taxation of Premium. 

Are you aware, Mr. Ambassador—I am sure you are, but I want the 
statement for the record—that on December 23, 1957, the present 
Conservative Government sent that note to the State Department? 
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Mr. Mercuant. In general, sir. I haven’t a detailed recollection 
of it. 


UNITED STATES APPEAL FROM UNANIMOUS DECISION OF UNITED STATES 
TAX COURT 


Senator Morsr. Now, Mr. Ambassador, the record of this case shows 
a very strange factor. It is that after the United States Tax Court 
ruled that Premium was not taxable, by unanimous decision of an 
18-man court, the United States, nevertheless, through its Treasury 
Department, asked for a review of the decision that was handed down 
in behalf of the Tax Court by Judge Ernest Van Fossan, which is a 
rather extraordinary procedure. 

It does not mean that they do not have the right to ask for a review, 
but seldom is that procedure followed when you get the Tax Court 
unanimously holding that a certain company is not subject to taxation. 

And, finally, before I ask you my next question, I want to point out 
for this record that the Treasury further appealed the case to the 
circuit court of appeals. 

Now, listed in the appeal as representing the Treasury is one Mr. 
Nelson Rose, General Counsel of the Treasury. He is a member on 
leave of the Cleveland law firm which represents Mr. Humphrey’s 
business interests. 

Were you aware of the decision of the United States Tax Court, and 
aware of the insistence of the Treasury Department to continue this 
case when you took your position in Canada—as I understand your 
position—that the policy followed by the United States Government 
m this matter did not involve the tax treaty ? 

Mr. Mercuant. I am sorry sir, I lost the first part of your question. 

Senator Morse. Were you aw are, first, of the unanimous decision of 
the court, an 18-man court? Secondly, were you aware of the fact 
that the Treasury Department had had as its Secretary one of the 
chief competitors of Premium, and that the Department continued 
to press for the collection of this $4 million tax claim? Also, were 
you aware that the General Counsel of the Treasury was involved in 
the request for the appeal to the circuit court of appeals, and that 
he was a lawyer from the Ohio law firm that represents Mr. Hum- 
phrey’s business interests ? 

Mr. Mercuant. No, sir. What I was aware of—I say no to the 
question as a whole. What I was aware of, to the best of my recollec- 
tion was that there was an appeal by the United States Government 
to the decision of the Tax Court, and I am quite sure, also, I knew it 
was a unanimous decision. 

I don’t know enough of the procedures and practices to have known 
at that time, or until you told me now, that it is an unusual procedure 
to appeal a decision. 





FORMER TREASURY SECRETARY HUMPHREY'S INTEREST IN PREMIUM’S 
COMPETITOR 


Senator Morse. Have you heard any discussion in Canada to the 
effect. that the Humphrey concern, which is the Hanna concern, one of 
the chief competitors of Premium, would gain competitively if its 
competitor had to put up a payment of $4 million ? 
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Mr. Mercuant. No, sir; I never heard any discussion of that. 

Senator Morsr. Have you heard any discussion in Canada 
that the United States Treasury Department might have pressed for 
action on this case because the Secretary of the Treasury at the time 
was Mr. Humphrey ? 

Mr. Mercuant. No, sir; I had not. 

Senator Morse. I want to say that the Canadians who have talked 
to me on a somewhat confidential basis have been aware of it and have 
commented on it. 


RELEASE TO THE CANADIAN EMBASSY OF AMBASSADOR MERCHANT'S 
STATEMENT 


Now, Mr. Ambassador, do you know whether or not your statement 
to this committee this morning was submitted to the Canadian Em- 
bassy in Washington before it was submitted to this committee? 

Mr. Mercuant. Yes, sir. I gave, or authorized the giving of, a 
copy to the Canadian Embassy with an embargo last evening or yes- 
terday afternoon. 

Senator Morse. Is that common State Department practice ? 

Mr. Mercuant. I don’t know, sir. It never struck me as being 
unusual or improper. 

Senator Morse. What is the purpose of submitting testimony for 
the Senate Foreign Relations Committee to a foreign embassy prior 
to its submission to the committee ? 

Mr. Mercuant. My thought was that, first of all, they would be 
interested in it, and, second, that this statement reflecting the interest 
of the Foreign Relations Committee in our relations with Canada 
would be a useful contribution. 

Senator Morsr. Was your statement submitted as a matter of prac- 
tice, or are statements for a Senate committee submitted in advance 
for the purpose of obtaining their reactions or their possible sugges- 
tions for modifications and corrections ? 

Mr. Mercuant. Certainly not, sir. 

Senator Morse. That is why I am asking the question, because I 
think, in fairness to you, that ought to be made very clear on this 
record. This may be the common practice, but, if it is, I was not 
aware of it. 

Senator Mansrieip. Will the Senator yield there? 

Senator Morse. Yes. 

Senator Mansrrevp. May I ask when you submitted the copies of 
your testimony to the committee, Mr. Ambassador ¢ 

Mr. Mercnant. I brought them down with me this morning. 

Senator Mansrretp. And what you did in giving a copy to the 
Canadian Embassy was a matter of courtesy ? 

Mr. Mercuant. That is entirely it; yes, sir. 

Senator Morse. That is why I gave you this opportunity to make 
this statement, because I need not tell you that, in fairness to you, I 
think the statement ought to go on the record, because it could be 
subjected by critics to an interpretation that it was a form of clear- 
ance with the Canadian Embassy, and I wanted the record to show 
what your motivation was. 

I do not know, Mr. Chairman, to what extent this is the practice, 
although, in expressing my own preference, I would prefer to have: 
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the statements made in the first instance before the committee and 
not submitted to a foreign embassy in advance, but I have no control 
over that. 

Mr. Mercuanrt. I appreciate, Senator, the opportunity to let this 
appear on the record. 


CANADIAN SUBSIDIARIES OF AMERICAN CORPORATIONS 


Senator Morsr. One criticism, Mr. Ambassador, which has been 
made of the United States is that sometimes the Canadian sub- 
sidiaries of American corporations will not sell in foreign markets in 
competition with the products of the parent United States firms. Is 
that a serious criticism in Canada ? 

Mr. Mercuant. One hears it, Senator, from time to time. I have 
not, myself, been able to find an example, an incident to substantiate it. 


CANADIAN CHARGE OF UNITED STATES WHEAT DUMPING 


Senator Morse. Now I come, as does the Senator from Montana, 
from a great wheat State, and we are concerned about the criticism 
of Canada concerning wheat policies. As the Senator from Minne- 
sota says, I think they are soluble, but I would stress also, as he did, 
that this is a two-way-street matter, because we do have these pro- 
fessional growers in our country. 

Frankly, I haven’t been very much impressed with the Canadian 
charge of dumping. Let’s look at a dumping problem or two, Mr. 
Ambassador, in some of the underdeveloped countries of the world 
to which we have delivered wheat under a barter arrangement or a 
soft-currency arrangement. Is it your opinion that, if we hadn’t sent 


the wheat to those countries, Canadian wheat would have gone? 
Mr. Mercuant. No, sir. I think the adage pains Pak rsa of 


our shipments of wheat under Public Law 480 have been shipments 
to countries and areas which otherwise couldn’t have acquired any 
wheat. 

Senator Morse. I am glad to have that statement from you on the 
record. I was sure it would be your statement, but I want to stress it. 


UNITED STATES WHEAT POLICIES AND CANADA’S LONG-TERM INTERESTS 


It needs to be emphasized, because I think—and I speak very re- 
Peel and in a most friendly fashion to my Canadian neighbors— 
they have been guilty of a gross injustice against the United States in 
a lot of their propaganda about the wheat-dumping policies of the 
United States, and they are overlooking their own longtime self- 
interest. 

I want to say this and then I want to get your comment on it. I 
will tell you why I think it is against the longtime self-interests of 
the Canadians. Concerning the shipment of American wheat to some 
of these underdeveloped countries, not a single bushel of Canadian 
wheat would ever have gone there if we had kept at home the wheat 
we shipped. But what we have been doing in those underdeveloped 
countries is to help change a diet. In my trip to Asia this last fall, I 
had an opportunity to see the magnificent job that American agri- 
cultural attachés in India and in other countries in that part of the 
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world are doing to change the diet of these people from a rice diet 
toward a wheat diet. 

And what did I find from the officials of their Governments? They 
said, “You know this is very interesting. Once our children have been 
on a wheat diet, you can’t get them back to a rice diet by choice. They 
don’t want to go back to a rice diet.” And they also pointed out to 
me the terrific difference in health that this wheat diet is producing. 
So I would have you say to your Canadian friends—and you can say 
that Senator Morse down in Washington said it—you can be my 
messenger boy on it and put the onus on me, for I am willing, as my 
shoulders are broad—that they are forgetting their own self-interest, 
because as these so-called dumping policies of the United States are 
developed in the underdeveloped areas of the world, we are building 
up a future wheat market for the Canadians as well as for the United 
States. 

And I think it is a very important point to which they need to 
have their attention called. 

Mr. Mercuant. Senator, I have pointed this out in speeches. I 
have taken the example of what has been done by our agricultural 
people in Japan with traveling kitchens showing the housewife how 
to cook wheat, and said that Canada wouldn’t have had the market 
that she now finds in Japan for Canadian wheat in all probability 
had it not been for what we have done. 


IMPORTANCE OF OUR SOFT CURRENCY ARRANGEMENTS IN MEETING SOVIET 
THREAT 


And in addition, I think another point is the fact that in the use 
of the counterpart funds to build up the internal economy of the 
country, in many cases we are building toward a future situation 
where Canada as well as we will benefit from ‘an increased capacity 
to pay on the part of the people. 

enator Morsg. I would be surprised in view of the job you have 
been doing in Canada if that hadn’t been the position that you were 
taking. I am going to raise it in a moment in connection with some 
water-resource matters. It is also related to the wheat matter. As 
we enter into these soft currency arrangements for wheat in these 
underdeveloped countries, where no Canadian wheat would go if we 
didn’t send any wheat over, I would have my Canadian friends keep 
in mind the fact that we are doing an effective job on the economic 
front in meeting the Russian threat. The Russian threat is going to 
have to be met in the next hundred years—it is a hundred years’ prop- 
osition—it is going to have to be met on the economic front and we 
must keep ourselves strong enough so there is no danger of aggression 
on her part. The real contest with Russia is economic, as you know 
and as you have also pointed out. 

And as we follow this soft-currency policy, which apparently we 
can do, but Canada can’t, we are not particularly appreciative of get- 
ting kicked in the teeth by Canada for doing something she can’t do 
and is not in a position todo. If we didn’t send the wheat over there, 
Canada couldn't, anyway. But in sending it over we are really making 
a strike against the Russian threat in that area of the world; and, in- 
stead of criticizing us for this dumping policy, the Canadian policy 
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ought to be one of passing resolutions of commendation, I say, good- 
naturedly, to illustrate a point. 

Here, just through the exportation of wheat, is an American pro- 
gram of anticommunism. In return for the wheat we get counter- 
part funds. I think this is an example of the future sacrifice of this 
country in a common cause with Canada, Great Britain, and the rest 
of the free nations. 

Now, I don’t expect you to approve of every phrase I have just 
uttered, but I would like for you to express for this record whether 
you disagree with me that this kind of an economic program being 
carried on in our country is basically anti-Communist in nature. 

Mr. Mercnant. I agree completely with that, Senator. 


IMPORTANCE OF UNITED STATES AND CANADIAN POWER DEVELOPMENT IN 
LIGHT OF SOVIET POWER DEVELOPMENT 


Senator Morse. I am going to be brief, because if I get started on 
this one, Mr. Chairman, I could go on for the rest of the afternoon. 
But because the Senator from Montana has raised the matter of Libby 
Dam, I do want to ask a related question or two. 

Concerning the water-resource problems we have with Canada, I am 
going to refer to the approach which I have made earlier, an approach 
from which I would have my Canadian friends take a look at these 
problems. Mr. Ambassador, are you familiar with the information 
that Senator Ellender of Louisiana has brought back to the Senate 
in regard to the great strides being made in Russia in the develop- 
ment of a hydr oelectric- power program ¢ 

Mr. Mrrcnant. I remember seeing a reference to it in the paper. 
I am not familiar in detail with it, Senator. 

Senator Morse. With a broad brush stroke, I will give you, in 
essence, his report to us. He points out to us that Russia is pro- 
ceeding with a hydroelectric program that will be implemented in 
the next 10 to 15 years, a program so vast in its nature that it makes 
the largest hydroelectric-power dams in the United States look like 
pigmy dams. 

Let me repeat it. It points out that the dams under construction 
and in the blueprint stage in Russia, the dams that are going forward 
on the great rivers of Russia, are so much larger than the largest 
dams in the United States that they are going to make our hydroelectric 
program look like a dwarf program. 

That is part of the reason why you find some of us here in the Senate 
of the United States fighting for the maximum development of the 
power potential of our river basins rather than any underdevelop- 
ment program. 

Now, I want to relate that problem again to the problem which 
faces the Canadians as well as the people of the United States. This 
is that our civilizations, Canadian and United States civilizations, 
aren’t going to continue to climb unless we develop to the maximum 
the electric-power potential of both countries, particularly now in view 
of this great economic blitzkrieg that Russia is conducting in many 
economic fields. 

Mr. Ambassador, do you think that the Canadian leaders fully 
appreciate the fact that as we make maximum use of the water that 
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flows in the rivers from Canada into the United States for power 
development we are also strengthening Canada in this great contest 
between Russfan totalitarianism and freedom in the decades immedi- 
ately ahead. 

Mr. Mercuanr. I haven’t heard, Senator, any expression of the 
thinking of the present Government on this problem of energy water 
development, development of our water potential. I agree with you 
completely. I think this is one of the great sources of power, which 
is an underlying prop in the development of such a highly developed 
society as ours and Canada’s. 

We have many problems, with 40 streams, as I said, across the 
border, and my own thought is that I would think any sensible person 
would agree or decide that those resources ought to be looked at in 
terms of what is the optimum curelaginant without regard to where 
the boundary happens to fall, and then draw in the boundary and 
sit down and work out an equitable distribution of the benefits. 
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CANADIAN TALK OF DIVERTING STREAMS IN CANADA 


Senator Morse. I have just a couple more questions on this. These 
are policy questions, but I think we are in a position where we have 
to talk with Canada about these broad policy questions. 

Mr. Mercnant. Yes. 

Senator Morsr. When Canadians, under the leadership of Mr. Mc- 
Naughton and others, talk about diverting streams in Canada so they 
will not flow into the United States, and thereby all the electric power 
potential that their waters could develop in the United States is wasted, 
are they aware that such a course of action weakens both Canada and 
the United States in the race with Russia on the power front ? 

Mr. Mercuant. I would answer that I think, Senator, by saying 
my impression is that the responsible Canadian officials and cabinet 
members are really awaiting the conclusion of the engineering studies 
which are in train and which are presumed to take into account all 
possible alternative forms of development before really addressing 
themselves to the central question. 

Senator Morsr. Mr. Ambassador, are the Canadian leaders aware 
of the fact that some of the statements they have already made con- 
cerning the possibility or probability of water diversion that would 
keep out of this country needed water for Libby Dam, or keep out of 
my State, for example, maximum flow of the Columbia River or 
maximum development of the Columbia River Basin in my country, 
are statements which stir up the same type of bitterness and misun- 
derstanding and criticism of the Canadians that some of the unfor- 
tunate statements in our country or committee reports in our country 
wer, =P in Canada when people in our country follow a shortsighted 

olicy ? 
i Are they aware that this is a source of misunderstanding in the 
United States? 

Mr. Mercuant. I think some of them are, sir. 

Senator Morsg. I could press further on this. I summarize it all 
by saying I hope you will take back to the Canadians the fact that 
the point of view I have expressed is held by many in my section of 
the country and throughout the country. We think that some of the 
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Canadians should stop giving the impression that they are going to 
make us pay through the nose for water that rises in Canada, that 
they are going to follow a sort of international highjacking policy in 
regard to American use of river water that rises in the first instance 
in Canada. 

It is not creating good will and that is why I think it is so important 
that through diplomatic leaders such as you we try to get the Cana- 
dians to see that on the economic front we have a common problem 
against Russia and that if we weaken Canada we weaken ourselves 
with Russia and if Canada weakens us she weakens herself with Rus- 
sia because if there is anything I am going to emphasize in whatever 
years I stay in the Senate it is that we must meet the Russian eco- 
nomic threat. 

The matters of food and power happen to be two areas in which I 
think Canada and the United States have to work together, because 
no civilization can rise with a break-even food supply. Civilizations 
rise on a surplus food supply. No civilization can rise with falling 
water tables, either, and Canada and the United States had better 
protect a water table that doesn’t respect national boundaries. 

That is the point of view I wanted to emphasize in my examination 
of you. I give it to you asa message to take back. 


CANADA’S TARIFF POLICIES 


My last question for your comment arises because I was so much 
interested in what you said about the tariff problem. 

Do you think it would be fair to say that sometimes it looks as 
though Canada is for high tariff for Canadian imports, but a low 
tariff in the United States for Canadian exports? 

Mr. Mercuanrt. I get the impression, Senator, from some, though 
by no means all of the Canadians I have talked to, that they are 
perfectly aware of the extent to which they have tariff protection to 
meet their problems, and I think it is only human nature to tend to 
think in terms of one’s own interests, to think in terms of the improve- 
ment of the terms on which you trade. 


TWO-WAY STREET APPROACH TO UNITED STATES-CANADIAN RELATIONS 


Senator Morse. This matter of national self-interest is very much 
like personal self-interest. We are guilty of that. Here again I don’t 
like some of the policies we follow toward Canada that injure Canada. 
But I would be less than frank at this hearing if I didn’t say I think 
a lot of these criticisms have been going just one way across this 
border—from Canada to the United States—and it is about time that 
we, in a most friendly fashion and objective manner, point out to 
Canada that she is following some courses of action that don’t work 
for friendship either. And when we get some evidence—and we have 
it—that Canada is apparently for a high tariff on her goods and low 
tariff on ours, it creates a feeling or reaction in this country which 
isn’t very helpful. 

Mr. Mercuant. It has to be a two-way street. 

Senator Morsr. Mr. Chairman, I am through. In closing I want 
to thank you very much, Mr. Ambassador, for this discussion with me. 
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I wanted to get these statements on the record because I think some- 
body should make them for the benefit of our Canadian friends. 

Senator Mansrrecp. The committee will stand in recess until 
2:30 p. m., and we would appreciate it, Mr. Ambassador, if you could 
come back at that time. 

The committee stands adjourned. 

(Whereupon, at 1:30 p. m., the committee recessed to reconvene at 
2:30 p.m.) 

AFTERNOON SESSION 


Senator Mansrieitp. The commiitee will come to order. The com- 
mittee is meeting this afternoon to continue its consideration of 
United States policies respecting Canada. We had expected that 
the two witnesses scheduled would be able to conclude their testimony 
this morning. However, due to the extreme interest in this relation- 
ship between our two great and sovereign countries, that was not 
possible. Therefore we will resume the questioning by committee 
members of the United States Ambassador to Canada, the Honorable 
Livingston T. Merchant. Senator Capehart, I believe you have some 
questions. Will you proceed, please. 


STATEMENT OF LIVINGSTON T. MERCHANT, UNITED STATES 
AMBASSADOR TO CANADA—Resumed 


Senator Carruart. Mr. Ambassador, I am sorry you had to come 
back here this afternoon just for my questions, though I don’t have 
too many. First, I want to congratulate you on your statement. I 
thought it was excellent. 

Mr. Mercuant. Thank you, sir. 

Senator Carenarr. I thought you covered the situation very, very 
well. 


REASONS FOR UNITED STATES AND CANADIAN COMPLAINTS ABOUT EACH 
OTHER 


I want to ask you this: Aren’t the complaints we are getting from 
the Canadians and the complaints from the United States against 
Canada the result of a lot of growing pains on the part of Canada 
and the United States, now that the United States and Canada 
are becoming competitive in the manufacturing world and in 
agriculture? Isn’t the situation just one of those things that is un- 
a at the present time, wile than anything that is very deep 
seated ? 

Mr. Mercuant. I think, sir, it is unavoidable in the sense that here 
are two rapidly expanding dynamic economies living side by side, 
both systems free-enterprise systems, both relationships involving 
myriad points of contact, private, business, financial, other than just 
purely official or diplomatic. 

And I think with the complexity and the magnitude of that rela- 
tionship, complaints and problems are inevitable. I think the essen- 
tial thing is that we should avoid permitting their developing into 
a situation where there would be any really serious threat to our 
relationship. 
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Senator Carenarr. Both countries and the people of both countries 
believe in the private-enterprise system, and the peoples of both 
countries are of the same stock, their ancestors having come, of course, 
from the old country, and both have the same ambitions and hopes. 
Now Canada is growing into a commercial nation, it is manufacturing 
and developing 1 its resources, and there is conflict, because the Cana- 
dians are interested in many respects in the same markets that we 
are in the United States. For example, they sell their wheat. to the 
same people we sell our wheat. 

Mr. Mercuantr. That is correct. 


CONGRESSIONAL VISITS TO CANADA 


Senator Capenartr. They sell their goods to the same people to 
whom we sell our goods. I think one point you made in your state- 
ment this morning which very much impressed me—as one who has 
been in the United States Senate for 14 years and who has done 
considerable business in Canada—was that very few Senators and 
Congressmen had made diplomatic visits to Canada. 

I have possibly been one of the offenders in that respect, but I 
presume my feeling is a little bit like it always was when I was in 
private business. You generally go where you think you can do the 
most good at the moment, and where there may be some troubles. 
That is the way I have operated my business. But I think that is a 
point well taken, and I am glad you put that in your statement. 

Mr. Mercuanr. | hope you personally will 

Senator Cargenarr. As a result of your criticism I certainly am 
going to do it. 








TRADE BETWEEN CANADA AND THE UNITED STATES 


But let me ask you this: What is the largest customer of Canada ? 

Mr. Mercuant. The United States. 

Senator Carenart. By far? 

Mr. Mercuant. Yes; by far. 

Senator Careuarr. I think you had the figures in your statement. 
What is the percentage in comparison to the total 

Mr. Mercuant. Well, insofar as Canada’s trade with us is con- 
cerned, very close to 70 percent of her total foreign trade, imports 
and exports, is with the United States. 

Senator Carenarr. But the exports? 

Mr. Mercuant. The exports are in the neighborhood of 65 percent. 

Senator Carenarr. To the United States ? 

Mr. Mercuant. To the United States, of Canada’s exports. Then 
for us Canada is both our best single customer and our most important 
single supplier. 

Senator Caprnartr. So really when Canada finds fault with us, 
it is finding fault with its best customer. 

Mr. Mercuant. Yes; youcan put it that way. 

Senator Carenarr. And when we find fault with them, we likewise 
are finding fault with our best customer. 

Mr. Mercuant. That is correct. 
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Senator Cargrnart. Therefore these misunderstandings that come 
up are a little bit like er may rr that come up within the 
same family; are they not? You know how families are inclined to 
quarrel occasionally over things. Isn’t that pretty much the spirit in 
which these things are happening ? 

Mr. Mercuant. I think it is, sir. The very intimacy of our rela- 
tionship and, as I said, the complexity of the relationship guarantee 
that there are going to be problems. 


RESPECTING CANADA’S NATIONAL CHARACTER 


But what is harder to understand in the United States than in 
Canada is the determination which we would have in their place to 
establish and maintain a distinctive independent existence, culture, 
and leadership. 

They don’t want to be drowned by our numbers or by our proximity, 
by the extent to which our radio, our TV, our publications penetrate 
into Canada, and remember most of their population is in a band just 
200 miles wide along the border. This disparity in numbers, plus 
the long exposure of border, you might say forces them quite under- 
standably into a national attitude of wanting to make sure that not 
only their sovereignty but their national character is respected. 

Senator Capenart. Don’t you think the Canadians are likewise 
picking up some of our bad political habits ? 

Mr. Mercnant. I wouldn’t want to comment on that. 

Senator Capenart. I remember that once there was a mayor of 
Chicago who always ran each year and was elected on the platform of 
being against the King of England. 

Mr. Mercuant. He ran against King George ITT. 

Senator Carenart. I am not criticizing this, but maybe it is becom- 
ing popular in Canada to run against the United States rather than 
against the other fellow. 


NORMAN AND BRYCE CASES 


I wish to refer now to the criticism directed toward you this morning 
for not having injected into your statement the Norman matter and 
the Bryce matter. I presume the big reason you kept them out of your 
statement was that both of those incidents were injected into the 
picture by the Congress itself or by the Senate; were they not? 

Mr. Mercnant. That was an element in it, Senator. 

Senator Capenart. To have said anything about it would have been 
criticizing the United States Senate directly; would it not? 

Mr. Mercuant. Then in the case of the Norman case, that arose 
and disturbed the Canadians over a year ago, and it had subsided. 

Senator Carenart. And the one at the moment is the Bryce case? 

Mr. Mercuant. Yes. 

Senator Carrnarr. That was injected into the picture by the Senate 
itself; was it not? 

Mr. Mercnant. Yes. 

Senator Carruart. So to criticize that would have been to criticize 
the Senate itself here? 

Mr. Mercuant. Yes. 
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Senator Carenart. The administration did not inject those two 
instances into the picture; did they ? 

Mr. Mercuant. No, sir. 

Senator Carenarr. It was handled by a committee of the Senate. 

Mr. Mercuant. Yes, sir. 

Senator Capenart. I am not criticizing you. Iam just trying to be 
factual as to why that happened. 


CANADA’S TARIFF POLICIES 


Now isn’t it a fact that Canada does give preferential treatment to 
England in respect to tariff and quotas? 

Mr. Mercuant. Yes, sir. 

Senator Carrenartr. I am not quarreling with it, but I think the 
record ought to show that they do. 

Mr. Mercuant. These go back to the Empire preference. 

Senator Carenart. They give preferential treatment. They like- 
Wise require, which I having done business with them have expe- 
rienced, that X amount of labor manufacturing goods in their country 
be Canadian labor. Isn’t that correct? At least they used to require 
this when I was active in business. 

Mr. Mercuanr. I am not sure, Senator, on that point. 

Senator Carrnart. I am rather certain that they still require on 
certain goods in Canada that X pereentage of the labor must be 
Canadian labor. 

Mr. Mercuan'r. I wasn’t aware of that. 


CANADA’S DUTY-FREE EXPORTS TO THE UNITED STATES 


Senator Carenart. Isn’t it also a fact that mane of the things which 
they export to the United States are tariff free’ 

Mr. Mercuant. Yes. 

Senator Carrenart. Isn’t that true of newsprint which runs into 
tremendous quantities? 

Mr. Mercuant. Yes, sir. 

Senator Carrnarr. And isn’t it true that years and years ago our 
Government took the tariff completely off newsprint to the point 
where now Canada has almost a monopoly of the newsprint business 
in the United States ? 

Mr. Mercuanr. Yes, sir. As I recall, roughly half of Canada’s 
exports to the United States come in duty free. 

Senator Carrnartr. And, of course, newsprint is one of their big 
exports. It has reached the point where we produce very little, if 
any, newsprint in the United States. They produce it in Canada. 

Mr. Mercuan’. That’s right. 

Senator HickeNLoorer. Will the Senator yield ? 

Senator Carenmart. Yes; I will be happy to. 

Senator HicKENLOorER. What percentage of United States products 
which go into Canada enter duty free? 

Mr. Mercuant. I haven’t got that figure in mind. My guess is it 
would be a smaller proportion. 

Senator HickeNLoorer. I think it would be very interesting to know 
as to which of the two is the lower tariff country. 
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Mr. Mercuant. This is a difficult statistical demonstration in the 
sense that if a country had no duty on one product and a duty of 5 
million percent ad valorem on everything else, I think all the imports 
would come in duty free. 

Senator Arken. May I suggest here that if imports came in duty 
free, wouldn’t the excise tax imposed in Canada on many items divert 
the purchasing wholly to the imported items ? 

Mr. Mercuant. Yes. 

Senator Carenart. Like sporting goods, automobiles, and ciga- 
rettes, I believe. 

Mr. Mercuant. Yes. 

Senator Caprenart. For those things, the tariff is protection for 
their excise tax ? 

Mr. Mercuant. That’s right. 

Senator Carenart. Does Canada have an export tax as there is in 
Latin American countries? 

Mr. Mercuanr. No, sir. 


NATURE OF UNITED STATES-CANADIAN PROBLEMS 


Senator Cargenart. I don’t pretend to know all there is to know 
about this subject. In fact, I rather suspect I know very little. But 
my observation is that there isn’t any problem existing at the moment 
between the United States and Canada that is very deep rooted or 
doesn’t have an easy solution. However, there is this natural com- 
petitive spirit which is growing up, which I think is a good thing. 

Mr. Mercuanr. I don’t think there are any problems which won't 
yield to good will and commonsense on both oie and frankness. 

Senator Carrenarr. Part of the troubles are political in that in 
both the United States and Canada, we are inclined to use certain 
situations politically in order to get elected, and so forth, and that 
brings on part of the troubles. There is nothing wrong with this; 
I am not criticizing it. I am just saying that it is one of those things 
that is happening. But I think the problems between the two coun- 
tries are going to get greater as Canada becomes a bigger manufac- 
turer and therefore becomes a greater competitor of the United 
States in world markets. 

Mr. Mercuant. I agree, Senator. 

Senator Capenart. I am not against that. I hope they do, because 
I think that the world needs more markets, more trade, and more 
production, because trade makes jobs and jobs make trade. 

But if you would take a blackboard and put on one side the things 
they don’t like and on the other side the things that they do, and do 
the same thing for the United States, I think when you got all 
through there would be very little difference, if any, and these prob- 
lems would be very easily solved. I think they are psychological 
as much as anything else. 

Mr. Mercuant. I don’t think you want to underestimate the basic 
friendliness between the two peoples or the identity of their funda- 
mental attitudes toward the most important things in the world 
today. 

Senator Carrnarrt. I think that is true. That is all I have, Mr. 
Chairman. 

The Cuarmman. Are there other questions to ask ¢ 





& 
lik 
ma 
im 
ane 


STA 


re 





REVIEW OF FOREIGN POLICY, 1958 701 


Senator Mansrietp. Mr. Chairman, just for the record I would 
like to recall] to the Ambassador that I discussed in this hearing 
matters affecting the State of Montana covering imports of cattle, 
imports of wheat and other grains, tourism, the Libby Dam, and lead 
and zine. 


STATUS OF ROAD TO CONNECT WATERTON AND GLACIER NATIONAL PARKS 


I wonder if he could furnish for the record the status of the loop 
road which will connect Waterton and Glacier National Parks, and 
the status of the differences on the Belly-Waterton Rivers which run 
in Montana and Canada through Glacier National Park up north. 
I don’t want any testimony now, but if you can furnish answers for 
the record, | would appreciate it. 

Mr. Mercuant. Right, Senator. Insofar as the road in Waterton 
National Park is concerned, the Embassy made another approach 
within the last 10 days to 2 weeks to the Department of External 
Affairs in Ottawa, and we are hopeful that we will have a successful 
outcome to your and our desires. We have been given no commit- 
ment, but I think the auspices look encouraging. 


STATUS OF BELLY-WATERTON RIVERS QUESTION 


On the Belly-Waterton Rivers question, if I could supply that. 
I am not familiar with it. 
Senator MANnsrretp. Yes, just send it back for the record. 
Mr. Mercuant. Yes, I will be happy to. 
(The following information was subsequently submitted for the 
record :) 
SITUATION WitH REGARD TO WATERTON-BELLY RIVERS 


There have been protracted discussions between the United States and Ca- 
nadian sections of the International Joint Commission with a view to reaching 
un agreement on this subject looking to an equitable apportionment of the waters 
of the Waterton and Belly Rivers between the State of Montana and the Province 
of Alberta. These discussions continued actively from the time of the reference 
to the International Joint Commission (January 1948) until it became obvious 
that it would not be possible to obtain Canadian agreement to the United States 
proposals. Canada’s position appears based on the assumption that the United 
States proposal would provide no benefits for Canada and, furthermore, that 
existing flow is not likely to be curtailed through a diversion of waters on the 
United States side of the border because of the high cost thereof. 

In view of this situation the reference has, however, been kept open thus far 
to avoid an official adoption of divergent views and against the hope that the 
Canadian point of view may at some time be modified. 


Senator Mansrie_p. That is all, Mr. Chairman. 


CREATION OF A FOREIGN RELATIONS SUBCOMMITTEE ON CANADA 


The Cuairman. Mr. Aiken, have you any questions ? 

Senator Arken. I have just one more question, Mr. Merchant. It 
is one that I contemplated asking you for the record before lunch, and 
which I did not ask you. This ‘committee, as you know, has subecom- 
mittees which devote their attention to different parts of the world, 
and presently I think we have a subcommittee covering almost every 
part of the world except Canada. 
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It has been suggested several times lately by different people that it 
would be well to Sore a subcommittee of this committee which would 
devote its attention to Canadian-United States relations. Do you 
think that would be helpful ? 

Mr. Mercnant. In my personal opinion, Senator, I think it would 
be helpful. I think anything that we can do to insure the continued 
interest of the Senate, and particularly of this committee, in our re- 
lations with Canada is constructive, and my own view is that the 
Canadians generally would welcome a reflection of such continuing 
interest in relations with Canada as would be achieved by the forma- 
tion of such a subcommittee. 

Senator Arken. The reason I have been reluctant to make any sug- 
estion like that is that where I come from it is very difficult to regard 
anadians as foreigners in any sense of the word, and I just did not 

want them to think we were getting too formal. 

I think that Canada is now covered by the European Affairs Sub- 
committee, but it seems to me, considering the economic importance of 
Canadians—our business with Canada amounts to almost as much as 
with all the European countries put together 

Mr. Mercuanr. That’s right. 

Senator Arken. That Canada is probably deserving of more special 
attention. 

Mr. Mercuant. And in addition, the aspect of continental defense. 
Our relations with Canada are of overriding importance in my 
opinion. 

Senator Arxen. That is all. 

Senator Humpnrey. Mr. Chairman, may I ask a question ? 

The CuHarrmMan, Have you another question ? 





ALASKAN STATEHOOD 


Senator Humenrey. I would like to ask you, Mr. Merchant, if there 
has been any expression in Canada that has come to your atten- 
tion relating to the desirability of Alaskan statehood in the American 
Union ? 

Mr. Mercuant. No, sir; I haven’t had any comments on that. Pos- 
sibly they would regard it as interference in our domestic affairs. 

Senator Humrurey. I was speaking primarily of the journalists. 
They are not quite so modest. What is your view about it, sir? 

Mr. Mercuant. The journalists have not raised that subject with 
me. 

Senator Humpurey. Do you believe that Alaskan statehood would 
a any beneficial effect in our relations with our neighbor to the 
north ? 

Mr. Mercuant. I wouldn’t think, sir, that it would be a primary 
factor in our relationship. , 

Senator Humenrey. Even though there is quite a border between 
the two? 

Mr. Mercuant. Yes. I, myself, would like to see Alaska added to 
the Union, but that is a purely personal opinion. 
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PARLIAMENTARY EXCHANGE BETWEEN CANADA AND UNITED STATES 


Senator Humpurey. Do you feel it would be helpful to have an in- 
formal parliamentary exchange between Canada and the United 
States? 

Mr. Mercuanrt. I think it would be very helpful, sir. 

Senator Humrnrey. I mean on a continuing basis. 

Mr. Mercuant. I think it would be very helpful. A number of 
Canadian parliamentarians have spoken to me about this, and I think 
when Senator Green was in Ottawa last fall, as I recall, the former 
Speaker of the Senate raised this point with Senator Green. I think 
it would be very valuable. 

Senator Humpurey. I hope that the Senator will call this to our 
attention again so that we can do something about it. 


CANADA’S GREAT CONTRIBUTIONS 


I would not want this opportunity to pass without saying that it 
has been my view that the Canadians and the Canadian Government 
have made one of the great contributions to world order and world 
peace through the United Nations, and through their excellent repre- 
sentation in the United Nations. The Canadians always take a very 
reasonable and constructive point of view, and are exceedingly helpful. 
I think they have taken a rather unbiased point of view. They are 
not always “yessing” the United States. They are creative and 
imaginative. 

My own observation is that the Canadian Government and the 
Canadian people and Canadian public opinion relating to the United 
Nations have presented one of the most constructive forces in the last 
decade, and I would just like to put it on the record. 

I think they deserve to be commended, and all the little differences 
that we have, and the differences which are not so little, fade into 
insignificance when it comes to the common defense of our respective 
countries, and when it comes to the matter of working together for 
peace and justice and freedom, to which the Canadians have con- 
tributed admirably. I think it is a wonderful help to us. We should 
make a lot of sacrifices for Canada if we need to, just on that basis 
alone. 

Mr. Mercuant. Canada has had really an extraordinary record I 
think of constructive action. 

Senator Humpurey. That is all. 

The Cuarrman. Does any other member of the committee have any 
questions toask? If not, Mr. Ambassador, you have been very patient 
and very helpful. Thank you very much for your appearance. 

Mr. Mercuant. Thank you, Mr. Chairman. I have appreciated 
the opportunity of being here. It has been very helpful to me too. 

The Cuatmman. The next witness will be Dr. Percy E. Corbett, 
who is associated with the Center For International Studies at Prince- 
ton University. Dr. Corbett will discuss United States policies re- 
specting Canada. 

Dr. Corbett, we are very happy to have you here. Will you kindly 
proceed in your own way? 
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Mr. Corserr. Mr. Chairman, having heard all the evidence of 
Ambassador Merchant, I am going to ask your permission to abridge 
occasionally my written statement and at points to paraphrase it. 

The CuHarrman. Then you will develop all the salient points as 
you go along. 

Senator Humpnrey. May we have the privilege of having Dr. Cor- 
bett’s full statement included in the record’ ‘Then if he wishes to 
develop certain points further, fine. I would like to have the full 
statement printed. 

The Cuarmman. Will that meet with your approval ? 

Mr. Corserr. Certainly. 

The Cuarrman. Very well. 

(Mr. Corbett’s prepared statement is as follows :) 


UNITED STATES-CANADIAN RELATIONS 


For several years now there has been an increasing acidity in public and 
private Canadian discussion about the nature and growth of American influences 
in Canada. The term current for this phenomenon is “a wave of anti-Ameri- 
canism,” and though this description is apt to give an exaggerated impression, 
there is certainly enough truth in it to arouse serious concern in the governments 
of both countries, as well as in informed private circles. 

The ill-feeling that the commentary reflects has not only been made clear to 
our diplomatic representatives; it has been brought home to observant visitors, 
reported in American newspapers and magazines, and systematically studied by 
such bodies as our Councils on Foreign Relations and the Canadian Institute 
of International Affairs. The organization last named is holding its annual 
conference this year in Edmonton, Alberta. That is the center of much of the 
oil industry in which the dominant American control is causing Canadian 
anxiety, and the agenda is given over entirely to Canadian-American relations. 
Joint meetings of American and Canadian Chambers of Commerce in the last 
2 years have been exploring causes of conflict and suggesting remedies. 

These soul-searchings have been conducted by persons of great knowledge 
and ability. The participants have included eminent historians familiar with 
the growth of the two nations in all its aspects, political scientists expert in their 
respective philosophies and institutions of government, leaders in industry and 
finance with high material stakes in the subject-matter, and politicians whose 
careers presumably depend upon their understanding of the currents of popular 
opinion. Yet, so far as I know, their findings and recommendations have not 
been brought together and examined in any recent book. The bibliography pre- 
pared for the forthcoming meeting of the Canadian Institute in Edmonton lists 
only two general works. One is a 1952 edition of the book by Hugh Keenleyside 
on Canada and the United States first published in 1929; the other is The 
Unguarded Frontier, A History of American-Canadian Relations, written by 
Edgar McInnis and published in 1942. In view of all that has happened since 
1952, this represents a regrettable gap in the political literature of the two 
countries. In the economic field, we are better off, thanks to the Gordon Royal 
Commission on Canadian Economic Prospects. It was for that inquiry that 
Irving Brecher and 8. 8S. Reisman prepared the authoritative study published 
in July 1957 under the title “Canada-United States Economic Relations.” Re- 
porting to the Foreign Affairs Committee of the House of Representatives, 
Representatives Hays and Coffin recommend “Formal recognition of Canada- 
United States relationships as a continuing area of interest by a subcommittee 
or a joint committee.” This is cautious wording, but I hope it might mean a 
body whose duty it would be to keep relations with Canada under constant 
supervision. Probably one of the first things such a body would need would 
be a well documented staff study of the whole range of social, political, and 
military problems in which these two peoples, so intimately associated by the 
very nature of things, are involved. 
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Most of the sore points are Canadian discontents. Relatively little is heard 
of American complaints against Canada. Representatives Hays and Coffin have 
sought to redress the balance by distributing the causes of ill feeling more or 
less equally between the two peoples. Admitting American damage to Canadian 
economic interests by unfair tariff and tax legislation, they assert a matching 
Canadian disregard of legitimate American interests. Presumably the authors 
believe that the balance of damage can be more or less mathematically estab- 
lished; otherwise the statement will be an added grievance. Canadians would 
argue that their tariff legislation and their taxes on alien property and enter- 
prise represent weak efforts to compensate or retaliate for What has been to 
them ruinous action taken in the United States. They would point out that 
the American market and source of supply is far more vital to Canadian pros- 
perity than is Canada to the economy of the United States, important as it is. 
In the very nature of things, Canadian governments must take special care not 
to initiate action likely to invite retaliation. It is to be hoped that the rather 
challenging statement which features the opening pa ragraphs of the Hays-Coffin 
report will not reduce the conciliatory effect of a study which is perceptive, gen- 
erous, and highly constructive in its remedial proposals. 

Few Canadians would say that the injuries have all come from the American 
side. When Canadian territory has been used as a base of operations illegal 
in the United States, as in the prohibition era, and more recently in the high- 
pressure sale of fraudulent securities, the direction and profits have been by 
no means exclusively Canadian: but the question whether the Canadian author- 
ities have used all due and neighborly diligence in suppressing abuses is one 
regarding which Americans might justly entertain some doubt. But the impact 
of such failures of cooperation upon Americans in general, like that of the 
tax on advertising in Canadian editions of American magazines, which Repre- 
sentatives Hays and Coffin cite, has been infinitesimal compared with the sensa- 
tions of the Canadian people as the American juggernaut rolis consciously or 
inadvertently over its toes. 

Canadian discontents are of two main types. Some may properly be called 
complaints or grievances. Others are less complaints about anything that 
Americans do or refuse to do than dissatisfactions with the objective conse- 
quences of a relatively small nation’s neighborhood with a great world power. 
Many Canadians themselves recognize these as the price they pay for separate 
nationhood in an environment that at many points calls imperiously for political 
and economic unity. The question they ask is whether, given a broader Ameri- 
can understanding of the Canadian position and objectives, the price eould not 
be reduced with profit to both sides. 

Because they are the product of external circumstance rather than will, discon- 
tents of the second type are especially persistent and difficult of treatment. If 
there is any cure for them, it is probably to be found in social rather than 
political action. 2efore discussing them further, I shall consider some of the 
grievances arising out of American acts which Canadians regard as violating 
the rights of individual Canadians or of Canada as a nation, or which they 
consider unjustifiably injurious to Canadian interests. When the United States 
raises its tariff on lead and zinc, sets a quota on oil imports, or disposes of sur- 
plus wheat for soft currencies or by barter, the outcry from Halifax to Vancouver 
is not confined to cases where a trade or commodity agreement is thought to 
preclude unilateral action of this kind. The burden of the complaint is the 
sacrifice of Canadian claims to sectional or monopolistic interests in this country 
or to ill-advised foreign policy, with resulting unneighborly damage to the 
Canadian economy. In recent years, such action has not been taken without 
giving Ottawa the opportunity to put its case, and not infrequently some way 
has been found to modify the impact upon Canada. Usually, however, the 
pressures upon the Government of the United States are such as to prevent 
anything more than a very partial satisfaction of Canadian demands. The 
resulting dissetisfaction is nothing peculiar to American-Canadian relations. 
It is a normal incident of international polities. Canadians themselves realize 
that to make a special grievance of such defeats is to assert special privilege on 
the ground of an identity of interests which they themselves do not uniformly 
admit. 

But perhaps greater resistance to internal pressures would not be too great a 
price for the United States to pay for wholehearted Canadian cooperation in 
developing the resources and safeguarding the institutions of this continent. 
The facts and figures of Canada’s economic importance to the United States are 
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common knowledge. It was pointed out at last October’s 2-day meeting of the 
United States-Canadian Committee on Trade and Economic Affairs that “in 1956 
well over $4 billion worth of United States goods, or approximately one-quarter 
of the total cash exports of the United States, were sold in Canada.”* One of 
Canada’s perennial worries is the large debit balance in its trade with this coun- 
try. In 1956 this amounted to more than a billion dollars. If we add to this 
the return on the $12 billion American investment in Canada,’ we begin to have 
some idea of the profits that this country derives from its northern neighbor. 
But for some people even this balance sheet is beginning to be overshadowed by 
the fact that Canada is now the buffer State between us and the Soviet Union 
and that upon its territory and good will we depend for early warning and defense 
in depth. On grounds of both profit and security mere prudence demands a great 
deal of American attention not merely to the rights but to the needs of Canada. 

One case in which this attention failed is still a bitter memory. This takes us 
out of the fields of economics and security, and it is well for us to remember that 
there are other contexts in which Canadian interests demand careful handling. 
No one concerned with the betterment of relations, unless he is content with safe 
generalities, can avoid pondering the unhappy episode of 1957 when the Internal 
Security Subcommittee of the Senate Committee on the Judiciary issued a press 
release implicating Mr. EK. H. Norman, Canadian Ambassador to Egypt. The 
incident created among Canadians a sense of injury for which I can find no 
parallel in my memory. 

The press release was dated March 14. On March 18 Ottawa delivered a note 
of strong protest at what is called “surprising and disturbing procedure” and “ir- 
responsible allegations.” It recalled that an exhaustive Canadian inquiry in 1951 
had resulted in an expression of the Canadian Government’s full confidence in this 
officer’s loyalty and integrity and that the State Department had twice been 
requested to make this finding known to the subcommittee. The State Depart- 
ment got around to answering this note on April 10. Meanwhile, however, it had 
become sufficiently concerned about the repercussions to issue on March 16 a 
statement pointing out that the executive government has no control over the 
proceedings of congressional committees, that the allegations made did not repre- 
sent opinions of the United States Government, that “the United States maintains 
the friendliest relations with Canada and has every confidence in the Canadian 
Government’s judgment in the selection of its official representatives.” 

There could be no doubt about the correctness of the executive government’s 
intentions, though the phrase last quoted was not perhaps perfectly calculated to 
sooth a sensitive people in a state of national indignation. What, after all, 
Canadians might ask, is the relevance of United States confidence in the choice 
of Canadian representatives? 

The important thing is that both the statement of March 16 and the note of 
April 10° placed the respousibility squarely upon the Congress. Very frequently 
it is what goes on in the Congress that disturbs Canadian-American waters. 
Now Canadians understand as well as any people the indispensable value of free 
parliamentary inquiry and discussion. At the same time, they would maintain 
that even parliamentary bodies are under some obligation to avoid unnecessary 
offense to the citizens and officials of a friendly nation. This case, with its 
tragic sequel, seems to me to lend weight to the Hays-Coffin recommendation of 
a special congressional subcommittee or joint committee. Matched with a cor- 
responding committee in the Canadian Parliament, with some interchange be- 
tween the two, this might insure due regard on both sides to the needs and 
susceptibilities of an indispensable ally in areas beyond the reach of executive 
government. In the Hays-Coffin report, as in most recent examinations of 
Canadian-American relations, there is a heavy concentration upon economic 
problems. My specific purpose in recalling an incident that most of us would 
like to forget is to emphasize that, if there is to be an American or joint par- 
liamentary body, its terms of reference should not be limited to trade and 
finance. 

I turn now to those Canadian anxieties that have their origin in a disparity 
of population, development and power that is nobody’s fault. One of these has 
become particularly vocal in the last 2 years. It is the fear of being swept 





1 Department of State Bulletin, October 28, 1957, 


683. 
2 Brecher and Reisman, op. cit., p. 91, give the Gare $10.3 —— po — For 1957 
the Bank of Nova Scotia Monthly Review, March 1958, gives $13.035 b 
3 For the statement, see er ot oor ee Bulletin, April 1, iBT, - "539, and for the 
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along, in the stream of a foreign policy which the Nation cannot control, over 
the brink of nuclear war. In some, though I think they are still a small minor- 
ity, this fear seems to outweigh what the majority regards as the obvious ad- 
vantages of all the joint measures taken by the two Governments for the com- 
mon military security. It goes far to explain the insistent question whether 
Canadian sovereignty has not been bartered away in schemes of defense and 
massive retaliation which, as new weapons are developed, may prove powerless 
to avoid the disastrous consequences of errors in diplomacy. It also explains 
the hot criticism of some of the principles of current United States foreign 
policy and of the persons engaged in its formulation and execution. 

Not unnaturally, there has been some resentment in the United States over 
what some Americans like to call “back-seat driving.” In the main, however, 
the Canadian strictures have been taken as legitimate criticism by a partner 
whose life and fortune are at least as much at stake as our own. There may 
be some question whether Ottawa’s views on the great issues confronting both 
countries are now getting all the official attention that they deserve; but 
articles in current American periodicals seem to prove that the channels of 
communication are not closed to sober but unsparing analyses of United States 
policy. One view expressed in these analyses might repay further study. That 
is that Canada would have secured a role more befitting her independent nation- 
hood if all the provisions for early warning and northern air defense had been 
made as part of NATO rather than as bilateral arrangements with one over- 
powering neighbor. 

Alongside the fear of losing autonomy in foreign policy and control of the 
national domain in defense, is a widespread anxiety at the rate at which na- 
tional resources and industry are being taken over by American capital. Here 
of course the ambivalence that characterizes so much of the Canadian position 
is at its highest. On the one hand Canadians know that much of the boom of 
these last years has been fed by the flow of venture capital from the United 
States. On the other hand they deplore the fact that so much control is pass- 
ing out of Canadian hands, and ask for whose benefit the national patrimony 
is being exploited. It is true that American control of Canadian industry as a 
whole still amounts to only about 25 percent. But in some branches the ratio 
is much higher. Thus in petroleum, mining and smelting, and manufacturing, 
the figures for 1954 were respectively 68, 54, and 42 percent.‘ This situation 
causes all the more concern in that the direction of foreign investment is such 
that it perpetuates the export of basic commodities which Canadians wouid 
like to see processed at home. 

Canada is a capital-exporting as well as a capital-importing country, its total 
long-term investment abroad being close to $5 billion in 1955.°. This would have 
been enough to buy out nearly half of the American investment in Canada as it 
stood in that year. But American parent companies have not permitted Ca- 
nadians to buy substantial holdings in their Canadian subsidiaries. One rea- 
son for their unwillingness to do so was the Canadian tax of 15 percent on the 
dividends paid to the parent companies where less than 95 percent of the enter- 
prise was foreign owned. Under a tax agreement with the United States, the 
tax was only 5 percent where the foreign ownership was 95 percent or more. 
A revision of this agreement that came into effect in 1957 reduces the critical 
proportion to 51 percent, and it is hoped that this will lead to much greater 
Canadian participation in ownership and control. One complaint remains 
untouched. It is to the effect that too many of the higher staff of the American- 
controlled companies are Americans, with a consequent loss of opportunity for 
Canadian technical and administrative skill. The Gordon Commission in its 
preliminary report found that this was not really a serious problem. At any 
rate it is one in which neither the United States nor the Canadian Govern- 
ment would lightly intervene. Any remedy will presumably depend upon dis- 
covery by the controlling companies that the better public relations resulting 
from the employment of more Canadians pay dividends. In a number of cases 
this has already happened. 

The accumulation of large and small anxieties about relations with the United 
States contributed in some measure to the Conservative landslide in the March 
election in Canada. Prime Minister Diefenbaker last year announced his 
intention to try to ship 15 percent of Canadian order from United States to 





*Brecher and Reisman, op. cit., p. 103. 
5 Ibid., p. 89. 
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British sources of supply. The electorate apparently also expects him to attack 
the difficult problem of securing the economy against American domination 
without painfully reducing the inflow of American capital. But I do not find 
in Canadian studies of the situation much hope that measures of this sort can 
do a great deal to achieve their purpose. 

The possibility of higher Canadian tariffs or of a drive to “buy Canadian” 
or “buy British” is hardly likely to induce substantial changes in United States 
policy. Nor would the results necessarily be any long-run benefit to the Canadian 
economy. More satisfactory relations will probably require another approach. 

What, then, can be done about even those frictions that may be amenable to 
governmental treatment? Our North American habit of mind leads us at once 
to think of remedies in the form of new machinery. As I have already suggested, 
some further organization on the preliminary plane, given suflicient scope and 
competent staff, might do a great deal to keep relations smooth. Something 
might also be accomplished by the reconstruction of existing machinery. A Joint 
United States-Canadian Committee on Trade and Commerce was set up in 1953. 
On the American side this consists of the Secretaries of State, Treasury, 
Agriculture, and Commerce, and the Canadian members are the corresponding 
Ministers. Representatives Hays and Coffin suggest that there should be “con- 
gressional representation, in observer status,” on this body. But I would call 
attention to the views of one of this country’s leading economists. Prof. Jacob 
Viner writes that the Committee is on too high a level and meets too seldom to 
do the required job of study and coordination. He thinks that it should be 
reconstructed below the cabinet level and “have a permanent staff, large enough 
and qualified enough to hold a watching brief over the whole range of Canadian- 
American economic relations.” * It is a fact that the Committee, composed as it 
is of men burdened with the heavy duties of their departments, has met only 
3 times in its 5 years of existence, and that its surveys have been necessarily of 
a rather abstract nature. If it is to have any effect on Canadian public opinion, 
the Committee, however it may be reorganized, will have to be in a position to 
assure Canadians that their economic interests are receiving the full consideration 
due to an essential partner in a North American community. 

Outside the economic field there have been in the past disputes between the 
two countries serious enough to demand formal arbitration as an alternative 
to violence. Any fear of a war that would find them on different sides happily 
disappeared long ago. But there have been bitter complaints about the com- 
position and proceedings of some of the ad hoc bodies set up to deal with conflicts, 
and there can still be anxiety in Canada that, because of the disparity of power, 
a dispute may be left to gather rancor in a state of indefinite unsettlement. An 
all-in agreement to arbitrate in a permanently organized body on demand by 
either party might give Canadians a new assurance of just and reasonably 
prompt settlement. 

But while improvements could be made in the machinery of coordination and 
settlement, this is not our most fundamental need. Most important and most 
difficult is the creation, on both sides, of a nationwide consciousness of the inti- 
mate interdependence of the welfare and security of these two national societies. 
The United States wants of Canada, and Canada wants of the United States, a 
degree of understanding and cooperation which is usually to be expected only 
of members of the same nation. What the two countries are now demanding are 
the major advantages of political union without political union. This calls for 
a degree of mutual tolerance and sympathy greater perhaps than has ever been 
achieved between separate nations. I can see no lasting solution of this problem 
which is not based upon a vast expansion of mutual knowledge and a great 
broadening and deepening of the sense of community. This is a matter of long- 
range education and voluntary social cooperation. For this reason I hope that 
the recommendations of the Hays-Coffin report on educational and social ex- 
changes may receive careful attention and stimulate positive action. 


ANTI-AMERICANISM IN CANADA NOT YET SERIOUS BUT FRICTION INCREASING 


Mr. Corsetr. I found myself agreeing with Ambassador Merchant 
when he suggested that what is called the wave of anti- Americanism in 
Canada is not quite as serious as that expression might lead one to 
believe. 


® The Gordon Commission Report, Queen’s Quarterly, autumn 1957, p. 325. 
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It is so well disciplined an irritation that anti-Americanism seems 
a bit of an exaggeration. On the other hand, there has been a growth 
of friction, a criticism in recent years on relationships with the United 
States which has attracted not only official attention from both Gov- 
ernments, the Congress and Parliament, but from a great many pri- 

vate organizations. 

That is not only in this inquiry but the special mission of Repre- 
sentatives Coffin and Hays, and at the same time many private organi- 
zations like our councils on foreign relations and the Canadian Insti- 
tute on International Affairs are devoting sessions to this matter along 
with Canadian and American chambers of commerce. 


DOCUMENTED STUDY OF UNITED STATES-CANADIAN RELATIONS NEEDED 


It is rather remarkable, however, that the deliberations of these 
bodies and the studies that they have been carrying on for some years 
have not been summed up in any recent book, and I would imagine that 
one of the first tasks that a congressional committee or subcommittee 
such as Representatives Hays and Coflin suggest, one of its first tasks 
would be to have a very well documented ‘staff study not merely of 
economic relations, but of all important interchange. There has been 
plenty of concentration on economic relations. In particular, as a 
result of the Gordon Royal Commission in Canada which delivered 
its final report only a month ago, we have the very authoritative study 
of Canadian-American economic relations by Brecher and Reisman, 

called just that ; and in any figures that I quote I shall rely upon them 
very much. 

But in regard to general relations, there really is a very regrettable 
gap In the politic al literature of the two countries. A re: lly “authori- 
tative survey of cultural, political relations and an inquiry into - 
psychological basis of a lot of our difficulties would be I think : 
most profitable thing. 

The Cuarman. Do you mean such a survey has never been made? 

Mr. Corserr. The latest book quoted in the bibliography supplied 
for the current meeting of the Canadia Institute of International 
Affairs in Edmonton this month, the latest book is 1952, and that is 
a book by Keenleyside, and it is a second edition of a book published 
first in 1929. The only other general book which they quote was 
written in 1942. 

The CuarrMan. Is it a revised edition / 

Mr. Corperr. It isa revised and enlarged edition, yes. 


ITAYS-COFFIN REPORT WELL RECEIVED IN CANADA 


The Hays-Coffin report I think has been very well received in 
Canada. It was rather characteristic that whereas in this country 
one found a half column in the press, it was reproduced in full, for 
example, in the Montreal Star, where I was able to read it, before I 
was able to obtain an official copy. 

Representatives Hays and Coffin have suggested that a good many 
of the causes of bitterness between the two countries have their 
origin in Canada. Usually one hears very little of complaints in the 
United States against Canada and Canadians. 





710 REVIEW OF FOREIGN POLICY, 1958 


The main burden of our difficulties is Canadian complaints. Rep- 
resentatives Hays and Coffin have sought to redress the balance by 
distributing the causes of ill feeling more or less equally between 
the two peoples. 

They admit American damage to Canadian economic interests by 
unfair tariff and tax legislation, but they assert a matching Cana- 
dian disregard of legitimate American interests. Presumably the 
authors believe that a balance of damage could be more or less math- 
ematically established. 

Otherwise the statement will be somewhat of an added grievance, 
and that will be a pity because the report as a whole is not only 
perceptive, it is extremely generous and sympathetic. 


JUSTIFICATION FOR CANADIAN TARIFFS AND ALIEN PROPERTY TAX 


Canadians would argue that their tariff legislation and their taxes 
on alien property and enterprise represent weak efforts to compen- 
sate or retaliate for what has been to them ruinous action by the 
United States. 

They would point out that the American market and source of 
supply is far more vital to Canadian prosperity than is Canada to 
the economy of the United States, important as it is. 

In the very nature of things, Canadian governments must take 
special care not to initiate action likely to invite retaliation. It is 
to be hoped that this rather challenging statement won’t reduce the 
conciliatory effect of the study. 

The Cuarmman. I agree with the statement you have just been 
reading and commenting on. 


PAST UNITED STATES AGRICULTURAL POLICIES HARMFUL TO CANADA 


Mr. Corserr. I would argue that while the Canadians have from 
time to time of course given reason for grievance in this country, the 
impact of any action that they have taken has been so infinitesimal! 
upon the people of this country compared with the impact of similar 
action on the part of the United States that the comparison is almost 
meaningless. ' 

Senator ArkEN. You did use the words “ruinous action taken in the 
United States” ? 

Mr. Corserr. They sometimes have considered that action as ruin- 
ous. 

Senator Arken. What specific action, for instance? 

Mr. Corsetr. On particular industries. There have been cases in 
relation to some agricultural products, dairy products and so on. 

Senator Arken. Not in recent years. 

Mr. Corsetr. I am referring to a period that goes as far back as the 
Smoot-Hawley tariff. 

Senator Arken. Yes. At that time Canada was producing heavy 
surpluses of dairy products and other things besides wheat and bar- 
ley. Wheat in particular is about the only competitive product we 
have with Canada today. Canada has priced herself out of the world 
market on dairy products the same as we have. 
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CANADIAN DISCONTENTS 


Mr. Corsert. I will resume. Canadian discontents are of two main 
types. Some may properly be called complaints, or grievances. Others 
are less complaints about anything that Americans do or refuse to do 
than dissatisfactions with the objective consequences of a relatively 
small nation’s neighborhood with a great world power. 

Many Canadians themselves recognize these as the price they pay for 
separate nationhood in an environment that, at many points, calls 
imperiously for political and economic unity. The question they ask 
is whether, given a broader American understanding of the Canadian 
oe and objectives, the price could not be reduced with profit to 

oth sides. 


ALLEGED UNITED STATES VIOLATIONS OF CANADIAN RIGHTS 


Because they are the product of external circumstance rather 
than will, discontents of the second type are especially persistent and 
difficult of treatment. If there is any cure for them, it 1s probably to 
be found in social, rather than political, action. Before discussin 
them further, I shall consider some of the grievances arising out o 
American acts which Canadians regard as violating the rights of in- 
dividual Canadians or of Canada as a nation, or which they consider 
unjustifiably injurious to Canadian interests. When the United States 
raises its tariff on lead and zinc, or threatens to do so, sets a quota 
on oil imports or disposes of surplus wheat for soft currencies or by 
barter, the outcry from Halifax to Vancouver is not confined to cases 
where a trade or commodity agreement is thought to preclude unila- 
teral action of this kind, as, for example, in relation to oil and the 
general treaty on tariffs and trade. The burden of the complaint is the 
sacrifice of Canadian claims to sectional or monopolistic interests in 
this country or to ill-advised foreign policy, with resulting unneigh- 
borly damage to the Canadian economy. In recent years, such action 
has not been taken without giving Ottawa the opportunity to put its 
case, and, not infrequently, some way has been found to modify the 
impact upon Canada. Usually, however, the pressures upon the Gov- 
ernment of the United States are such as to prevent anything more 
than a very partial satisfaction of Canadian demands. The resulting 
dissatisfaction is nothing peculiar to American-Canadian relations. 
It is a normal incident of international politics. Canadians, them- 
selves, realize that to make a special grievance of such defeats is to 
assert special privilege on the ground of an identity of interests which 
they, themselves, do not uniformly admit. 

But perhaps greater resistance to internal pressures would not be 
too great a price for the United States to pay for wholehearted 
Canadian cooperation in developing the resources and safeguarding 
the institutions of this continent. 


CANADA’S ECONOMIC AND STRATEGIC IMPORTANCE TO UNITED STATES 


You have been through, this morning, the facts and figures of 
Canada’s economic importance to the United States. I need not re- 
peat those statistics. 
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For some people, this balance sheet of profit to the United States 
is beginning to be overshadowed by the fact that Canada is now the 
buffer state between us and the Soviet Union, and that upon its ter- 
ritory and good will we depend for early warning and defense in 
depth. On grounds of both profit and security, mere prudence de- 
mands a great deal of American attention not merely to the rights 
but to the needs of Canada. 


NORMAN CASE DAMAGED UNITED STATES-CANADIAN RELATIONS 


One case in which this attention failed is still a bitter memory. It 
came up this morning, but I wish to return to it. This takes us out 
of the fields of economies and security, and it is well for us to remember 
that there are other contexts in which Canadian interests demand 
careful handling. No one concerned with the betterment of relations, 
unless he is content with safe generalities, can avoid pondering the 
unhappy episode of 1957 when the Internal Security Subcommittee 
of the Senate Committee on the Judiciary issued a press release im- 
plicating Mr. E. H. Norman, Canadian Ambassador to Egypt. The 
incident ¢reated among Canadians a sense of injury for which I can 
find no parallel in my memory. 

The press release was dated March 14. On March 18, Ottawa de- 
livered a note of strong protest at what it called surprising and dis- 
turbing procedure and irresponsible allegations. It recalled that an 
exhaustive Canadian inquiry in 1951 had resulted in an expression 
of the Canadian Government’s full confidence in this officer’s loyalty 
and integrity, and that the State Department had twice been requested 
to make this finding known to the subcommittee. The State Depart- 
ment got around to answering this note on April 10. Meanwhile, how- 
ever, it had become sufficiently concerned about the repercussions to 
issue on March 16 a statement pointing out that the executive govern- 
ment has no control over the proceedings of congressional committees: 
that the allegations made did not represent opinions of the United 
States Government, that— 
the United States maintains the friendliest relations with Canada, and has 
every confidence in the Canadian Government’s judgment in the selection of its 
official representatives. 

There could be no doubt about the correctness of the executive gov- 
ernment’s intentions, though the phrase last quoted was not, perhaps, 
perfectly calculated to soothe a sensitive people in a state of national 
indignation. What, after all, Canadians might ask, is the relevance 
of United States confidence in the choice of Canadian representatives ? 

The important thing is that both the statement of March 16 and the 
note of April 10 placed the responsibility squarely upon the Congress. 
Very frequently, it is what goes on in the Congress that disturbs 
Canadian-American waters. Now, Canadians understand as well as 
any people the indispensable value of free parliamentary inquiry and 
discussion. At the same time, they would maintain that even par- 
liamentary bodies are under some obligation to avoid unnecessary 
offense to the citizens and officials of a friendly nation. , 
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INTERCHANGE OF PARLIAMENTARY REPRESENTATIVES WOULD PROMOTE 
CLOSER COOPERATION 


This case, with its tragic sequel, seems to me to lend weight to the 
Hays-Coffin recommendation of a special congressional] subcommittee 
or joint committee. Matched with a cor responding committee in the 
Canadian Parliament, with some interchange between the two, this 
might insure due reg: rd on both sides to the needs and susceptibilities 
of an indispensible ally in areas beyond the reach of executive gov- 
ernment. In the Hays-Coffin report, as in most recent examinations 
of Canadian-American relations, there is a heavy concentration upon 
economic problems. My specific purpose in recalling an incident that 
most of us would like to forget, but which, apparently, is being re- 
peated today and yesterday, my specific purpose is to emphasize that, 
if there is to be an American or joint parliamentary body, its terms 
of reference should not be limited to trade and finance. 


CANADIAN ANXIETY OVER UNITED STATES FOREIGN FOLICY 


I turn now to those Canadian anxieties that have their origin in a 
disparity of population, development, and power that is nobody’ ’s 
fault. One of these has become particularly vocal in the last-2 years. 
It is the fear of being swept along, in the stream of a foreign policy 
which the Nation ¢ annot control, over the brink of nuc lear * war. In 
some, though I think they are still a small minority, this fear seems 
to outweigh what I believe the great majority regards as the obvious 
advantages of all the joint measures taken by the two Governments 
for the common military security. It goes far to explain the insistent 
question whether ¢ ‘anadian sovereignty has not been bartered away 
in schemes of defense and massive retaliation which, as new weapons 
are developed, may prove powerless to avoid the disastrous conse- 
quences of errors in diplomacy. It also explains the hot criticism of 
some of the principles of current United States foreign policy and of 
the persons engaged in its formulation and execution. 

Not unnaturally, there has been in the United States some resent- 
ment over what some Americans like to call backseat driving. In the 
main, however, the Canadian strictures have been taken as legitimate 
criticism by a partner whose life and fortune are, at least, as much 
at stake as our own. There may be some question whether Ottawa’s 
views on the great. issues ¢ onfronting both countries are now getting 
all the official attention that they deserve, but articles in current 
American periodicals seem to prove that the channels of communics 
tion are not closed to sober but unsparing analyses of United States 
policy. 

Here I should like to add to the article mentioned by Senator Hum- 
phrey this morning an article by Bruce Hutchinson in the current 
Harper’s magazine as one very worthy of your attention. 

One view expressed in these analyses might repay further study. 
That is that Canada would have sec ured a role more befitting her in- 
dependent nationhood if all the provisions for early warning and 
northern air defense had been made as part of N ATO rather than as 
bilateral arrangements with one overpowering neighbor. 


214236——58—pt. 3——7 
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UNITED STATES CAPITAL DOMINATING CANADIAN RESOURCES AND INDUSTRY 


Alongside the fear of losing autonomy in foreign policy and control 
of the national domain in defense is a widespread anxiety at the rate 
at which national resources and industry are being taken over by 
American capital. There are 1 or 2 items here which, I think, 
escaped notice this morning. 

ere, of course, the saciptvaletsie that characterizes so much of the 
Canadian position is at its highest. On the one hand, Canadians 
know that much of the boom of these last years has been fed by the 
flow of venture capital from the United States. On the other hand, 
they deplore the fact that so much control is passing out of Canadian 
hands, and ask for whose benefit the national patrimony is being 
exploited? It is true that American control of Canadian industry 
as a whole still amounts to only about 25 percent. But in some 
branches the ratio is much higher. Thus in petroleum, mining and 
smelting, and manufacturing, the figures for 1954 were respectively 
68 percent, 54 percent, and 42 percent. This situation causes all the 
more concern in that the direction of foreign investment is such that 
it perpetuates the export of basic commodities which Canadians would 
like to see processed at home. 


UNITED STATES INVESTORS RELUCTANT TO RELEASE CANADIAN HOLDINGS 


Canada is a capital exporting as well as a capital Rene shakes, 
its total long-term investment abroad being close to $5 billion in 
1955. This would have been enough to buy out nearly half of the 
American investment in Canada as it stood in that year. But Ameri- 
can parent companies have not permitted Canadians to buy sub- 
stantial holdings in their Canadian subsidiaries. One reason for their 
unwillingness to do so was the Canadian tax of 15 percent on the 
dividends paid to the parent companies where less than 95 percent 
of the enterprise was foreign-owned. Under a tax agreement with 
the United States, the tax was only 5 percent where the foreign 
ownership was 95 percent or more, A revision of this agreement that 
came into effect in 1957 reduces the critical proportion to 51 percent, 
and it is hoped that this will lead to much greater Canadian partici- 
pation in ownership and control. 


LOSS OF OPPORTUNITY FOR CANADIAN SKILL NOTED IN ROYAL COMMISSION 
REPORTS 


One complaint remains untouched. It is to the effect that too many 
of the higher staff of the American-controlled companies are Ameri- 
cans, with a consequent loss of opportunity for Canadian technical 
and administrative skill. The Gordon Commission in its preliminary 
report found that this was not really a serious problem. In its final 
report the finding was a trifle more serious. 

Senator Humpnurey. What is the difference between the prelimi- 
nary report and the final ? 

Mr. Corserr. The preliminary report was published in 1956. The 
final report is dated October 1957, but was released only in April 
this year. 
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At any rate this problem is one in which neither the United States 
nor the Canadian Government would lightly intervene. Any remedy 
will presumably depend upon discovery by the controlling companies 
that the better public relations resulting from the employment of 
more Canadians pay dividends. In a number of cases this has already 
happened. 

3ut I should say that this is one of the matters which the new 
government of Mr. Diefenbaker promises to investigate, with a view 
to seeing whether Canadian participation can be increased. 

The Cuarmman. Do you mean this matter is presently under in- 
vestigation ? 

Mr. Corsetr. It is not presently, sir, under any specific investi- 
gation that I know of. 

The CHarrman. But an investigation is proposed ? 

Mr. Corsetrr. This matter was discussed at length in the election 
campaigns, and Mr. Diefenbaker’s government has suggested—— 

The CuarrmMan. But has it been proposed ? 

Mr. Corserr. Not yet. The government only came into power or 
rather was returned to power after general] election only at the end 
of March. 

The Cuairman. Is it your understanding it is to. be proposed ? 

Mr. Corsetr. I am not certain, sir, whether it will be proposed 
or not. It was suggested that it would be. Now there are reasons 
why special measures to control the inflow of American capital should 
not be taken, and those are fully understood. I think I should like 
to come back to that when I mention the final recommendations. 

The Cuatrman. Proceed in your own way. 


CANADIAN POLITICAL CLIMATE REFLECTS DESIRE TO COUNTER U.S. 
ECONOMIC DOMINATION 


Mr. Corserr. The accumulation of large and smal] anxieties about 
relations with the United States contributed in some measure to the 
Conservative landslide in the March election in Canada. Prime 
Minister Diefenbaker last year announced his intentions to try to shift 
15 percent of Canadian orders from United States to British sources 
of supply. The electorate apparently also expects him to attack 
the difficult problem of securing the economy against American 
domination without painfully reducing the inflow of American cap- 
ital. But I do not find in Canadian studies of the situation much 
hope, in fact I find very little hope, that measures of this sort can 
do a great deal to achieve their purpose. 

The possibility of higher Canadian tariffs or of a drive to “buy 
Canadian” or “buy British” is hardly likely to induce substantial 
changes in United States policy. Nor would the results necessarily be 
any long-run benefit to the Canadian economy. More satisfactory 
relations would probably require another approach. 


PROPOSED REORGANIZATION OF JOINT COMMITTEE ON TRADE AND COMMERCE 


What, then, can be done about even those frictions that may be 
amenable to governmental treatment? Our North American habit of 
mind leads us at once to think of remedies in the form of new 
machinery. As I have already suggested, some further organization 
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on the parliamentary plane, given sufficient scope and competent 
staff, might do a great deal to keep relations smooth. Something 
might also be accomplished by the reconstruction of existing ma- 
chinery. A Joint United States-Canadian Committee on Tr: ude and 
Commerce was set up in 1953. On the American side this consists 
of the Secretaries of State, Treasury, Agriculture, and Commerce, 
and the Canadian members are the corresponding ministers. Repre- 
sentatives Hays and Coflin suggest that there should be “congressional 
representation, in observer status,” on this body. But 1 would call 
attention to the views of one of this country’s leading economists. 
Prof. Jacob Viner writes that the committee is on too high a level 
and meets too seldom to do the required job of study and coordina- 
tion. He thinks that it should be reconstructed below the Cabinet 
level and— 

have a permanent staff, large enough and qualified enough to hold a watching 
brief over the whole range of Canadian-American economic relations. 

It is a fact that the Committee, composed as it is of men burdened 
with the heavy duties of their departments, has met. only 3 times in 
its 5 years of existence, and that its surveys have been necessarily of 
a rather abstract nature. 

The CHatrMan. When was the last time the committee met ? 

Mr. Corserr. October 1957, sir. 

If it is to have any effect on Canadian public opinion, the Commit- 
tee, however it may be reorganized, will have to be in a position to 
assure Canadians that their economic interests are receiving the full 
consideration due to an essential partner in a North American 
community. 


CANADIAN DISSATISFACTION OVER METHODS OF SETTLING DISPUTES 


Outside the economic field there have been in the past disputes be- 
tween the two countries serious enough to demand formal! arbitra- 
tion as an alternative to violence. Any fear of a war that would find 
them on different sides happily disappeared long ago. But there have 
been bitter complaints about the composition and proceedings of some 
of the ad hoc bodies set up to deal with conflicts, and there can still be 
anxiety in Canada that, because of the disparity of power, a dispute 
may be left to gather rancor in a state of indefinite unsettlement. An 
all-in agreement to arbitrate in a permanently organized body on de- 
mand by either party might give Canadians a new assurance of just 
and reasonably prompt settlement. 


FUNDAMENTAL NEED IS MUTUAL SENSE OF COMMUNITY 


But while improvements could be made in the machinery of coordi- 
nation and settlement, this is not our most fundamental need. Most 
important and most difficult is the creation, on both sides, of a nation- 
wide consciousness of the intimate interdependence of the welfare 
and security of these two national societies. The United States 


wants of Canada, and Canada wants of the United States, a degree of 


understanding and cooperation which is usually to be expected only 
of members of the same nation, if then. What the two countries are 
now demanding are the major advantages of political union without 
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political union. This calls for a degree of mutual tolerance and sym- 
pathy greater perhaps than has even been achieved between separate 
nations. I can see no lasting solution of this problem which is not 
based upon a vast expansion of mutual knowledge and a great broad- 
ening and deepening of the sense of community. This is a matter of 
long-range education and voluntary social cooperation. For this rea- 
son I hope that the recommendations of the Hays-Coflin report on 
educational and social exchanges may receive careful attention and 
stimulate positive action. 

Now, sir, I have mentioned and spoken about Canadian complaints, 
but it seems perfectly obvious that a warm response on the part of 
Canadians to any initiative in the social and educational sphere is 
assured. It would be an injustice to leave the impression that com- 
plaint is the universal tone. 

There is a passage in the final report of the Gordon Commission 
which will be echoed by many voices north of the border, and here it is: 


The Commission urges that Americans should treat Canada more as a country 
and less as a hinterland. 


But at the same time it has a word to say for its compatriots: 


Canadians for their part while taking such action as may be necessary to 
provide the economic basis for the nation they are building in the northern half 
of the continent would do well to recognize how much they have profited from 
having as neighbors a people so productive, so ingenious and so capable of 
magnanimity. 

The CuatrMan. Have you concluded / 

Mr. Corserr. I have. 

The CiairmMan. Have you any questions, Mr. Humphrey 4 


REORGANIZATION OF UNITED STATES-CANADIAN COMMITTEE ON TRADE AND 
COMMERCE 


Senator Humpnrey. You raised a point, sir, concerning the United 
States-Canadian Committee on Trade and Commerce, and you men- 
tioned Professor Viner’s observation that it ought to be redesigned or 
reshuffled so that the membership would be below Cabinet level status. 
I am interested in knowing how that committee was set up. Was the 
original committee set up ‘by treaty or by executive agreement ? 

Mr. Cornerr. I think, sir, it was executive agreement. I don’t 
believe it was a formal treaty. 

Senator Humpurey. I asked that question in order to determine 
how we might make the readjustments or the reconstruction of this 
committee. Could that be done, as you understand it, by Executive 
order / 

Mr. Corserr. I believe so; yes, sir. 

Senator Humrnurey. It would not require congressional action ? 

Mr. Corserr. T should think not. 

Senator Humpurey. If the committee were to have any kind of a 
staff and an operating secretariat that required appropr iations, would 
not such appropriation require legislation? Or might it possibly come 
in under State Department requests for appropriations for overseas 
activities ¢ 

Mr. Corserr. One thing, sir, that is being recommended is a new 
study on a regional basis of the statistics of interchange between the 
two countries, 
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Senator Humpnrey. That was the Hays-Coftin suggestion ? 

Mr. Corsert. Yes. That would probably come under such a com- 
mittee as this, and it would require elaborate staff studies, and that 
would certainly require financing. 


NEED FOR PUBLIC CONCERN AND VOLUNTARY COOPERATION 


Senator Humeurey. I want to thank you for the emphasis that you 
have placed in this statement upon a better understanding between 
ourselves and the Canadians. It is regrettable that a hearing such as 
this is listened to by only a handful of people. 

If you could have brought some scoundrel into it we most likely 
would have had it on television. What is really needed is for the 
American people to be given an opportunity to be thoughtful of these 
matters. 

I know that our people in Minnesota, being such close neighbors 
of the Canadians, are keenly concerned about Canadian-American 
relations. We are concerned about such things as importation of feed 
grains, which continues to be a problem. Nevertheless I think that it 
can again be worked out by voluntary arrangements if there are efforts 
to cooperate and to coordinate on a continuing basis, rather than 
letting such a problem fester and draw up to a point where political 
surgery is necessary in order to make any advance or any change. 

he St. Lawrence seaway proposition almost got out of hand. We 
dragged our feet on it for so long that the Canadians almost decided 
to go ahead on their own. 


PROBLEMS CREATED BY ABSENTEE OW NERSHIP 


I sympathize with the Canadians in reference to certain economic 
aspects, because we in Minnesota have always felt, and we still feel, 
that we are a hinterland. We know what it means to be discriminated 
against by freight rates, credit policies, and fiscal policies. 

When they raise the interest rate 1 percent in New York, by the 
time it hits us it is about 3 percent, and Ce the time it gets out to Sen- 
ator Mansfield’s State, it has gone to 4, and by the time it gets out to 
Nevada, it has gone up to about 6. Then they start out all over again 
on the west coast and bring it back. 

So we understand the disadvantages of absentee ownership. I be- 
lieve the points you are emphasizing were the points Mr. Gray em- 
phasized in his article about a little more sharing of responsibility in 
these enterprises. 

I am glad that you are bringing out these points, because I am con- 
vinced that one reason for the riots and attacks against Americans is 
that in many instances we are looked upon as exploiters in an area. 
It isn’t important whether or not that is true. It is what people 
think is true that is important. 

Every day here in Congress we are being told that we ought to 
encourage the export of American capital. It is a good idea. 

But when you export enough American capital into an area and 
the people in that area have little or nothing to say about how that 
capital is to be used, we are not exporting a blessing. We are export- 
ing a hornet’s nest, and that is just about what we have done in some 
cases. 
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I think every American in the Midwest can understand this, be- 
cause many parts of our country were bled dry and ruined by this 
same policy. I can look at the forests and mines of Minnesota and 
see the same kind of operation was underway in all too many instances, 
until we put a stop to such practices. 

Now the picture is little different from what it was 25 years ago. 
Then it was the same thing that we see in foreign countries; absentee 
ownership of our mines took the heart right out of the Mesabi Range 
and sucked it right back into the hands of a few people. Our people 
feel strongly against absentee ownership. If you don’t believe so, 
come up there and talk to them in the northern part of our State. 

The same thing happened with our timber. Isn’t that what the 
Canadians are worrying about right now ? 

Mr. Coprerr. Yes. 

Senator Humpnrey. If we don’t learn a lesson from this, we deserve 
to be insulted, and I think this is exactly what we have to learn. 

I am glad you are here to testify. I only regret that the people that 
ought to hear what you have said are not also here today. This is the 
tragedy of it. We take the Canadians for granted, and one of these 
days we are going to haveto wake up. The next time a Vice President 
travels, warning may come from the other end of the hemisphere. 

Mr. Corsert. It is not likely to come from that end, sir. 

Senator Humpnrey. I hope not. 

Mr. Corserr. May I comment ? 

The CHarrMan. I hope you will comment. 


ADVISABILITY OF SUBSTANTIAL CANADIAN HOLDINGS IN SUBSIDIARIES OF 
PARENT AMERICAN COMPANTES 


Mr. Corserr. At the same time I should like to do what I said I 
would do, to return to the matter of probable recommendations to 
check the flow, the increase of American ownership in Canadian 
industries. 

The Royal Commission is suggesting that parent American com- 
panies should permit Canadian ownership, substantial Canadian 
ownership. By “substantial” they mean from 20 to 25 percent, and 
that they should welcome to their boards of direction Canadian direc- 
tors who would know Canadian conditions and could assure good 
public relations among other things. 

They are also advising that there should be no substantial increase 
in the American ownership of banks and insurance companies. Now 
although, as Mr. Merchant said this morning, this Commission was 
set up by the previous liberal government, I think it is probable that 
some action will be attempted by the present conservative government 
along the lines of control, the very moderate lines of control suggested 
by the Royal Commission. 


ARE CANADIAN-AMERICAN RELATIONS DETERIORATING ? 


The Cuarrman. Did you have any questions, Mr. Smith? 

Senator Smiru. I would like to welcome my good friend from 
Princeton here. I spoke to him before I left. I am sorry I could not 
be here to hear you present your whole paper, but I understand the 
gist of your position. 
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I would like to ask you this question, Mr. Corbett. Do you feel that 
American-Canadian relations have deteriorated during the last, say, 
5 or 6 years? 

Are they worse than they were 10 or 25 years ago’ I have been 
going to Canada for years, and in eastern Canada T haven't felt too 
much deterioration in the Montreal- Quebec district. 

My. Corserr. Sir, there are waves of irritation in Canadian feeling 
toward the United States. I have lived through quite a number of 
them, and I would say yes, if you take the last 10 years, it has been on 
the upgrade. 

Senator Smrru. Is it getting better? 

Mr. Corserr. No, no; the irritation is on the upgrade. The feel- 
ing was very warm after the far-reaching cooperation of war days in 
the economic and military sphere; but the great increase in American 
ownership and several of the specitic types of grievances that were 
dealt with this morning have added up to, I would say, yes, a con- 
siderable increase in ill feeling toward Americans in ¢ ‘anada, though 
again it is balanced to a very large extent by the sober opinions of 
people who write to the effect that these, after all, are extremely minor 
irritations, and that the basic feeling of friendship is completely 
secure. 

Senator Smrru. Would you agree with Ambassador Merchant’s 
testimony this morning ? 

Mr. Corserr. Very largely I do, sir. 

Senator Smrrn. I have in mind particularly the economic functions 
brought out in the five points in his paper. 

I felt from my experience, and that of friends of mine in New York 
and the eastern area, that contacts with Montreal were very friendly. 
Possibly that is the area where, you might say, most of the big business 
has been going on between the two countries. 

I did not realize that there was really discrimination against Cana- 
dians or Canada in that relationship. Am I wrong in that? 

Mr. Corserr. To which specific relationship are you referring, 
Senator ? 

Senator Smirn. To the business Fave egigania between firms in New 
York and Canada. I have friends who go back and forth all the 
time, and they have the closest relationship with businessmen in 
Montreal. 

Mr. Corserr. This is still so; yes. The basic relationships go on 
as before. This so-called wave of anti-Americanism has really not 
changed the flow of business communication and intercourse at all. 


FEELING TOWARD UNITED STATES VARIES THROUGHOUT CANADA BECAUSE 
OF SPECIFIC LOCAL PROBLEMS 


Senator Smirn. Would you say the feeling of the man in the street 
throughout Canada would be the same in the eastern Provinces as in 
the western Provinces, or would the western Provinces feel more 
strongly against the United States? We discussed the wheat question 
this morning, and that affects the western Provinces more than the 
eastern. Is the feeling stronger there because of that situation ? 
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Mr. Corser. I would say so. There is a feeling in the west about 
wheat, in the Prairie Provinces, in British Columbia about the water 
diversion question which was brought up this morning, and also about 
gas, the supply of gas at differential prices to American markets and 
tothe Vancouver market. 

And, on the other hand, there is usually some worry, anxiety, and 
ill feeling in the matter of fisheries in the Maritime Provinces of Nova 
Scotia, New Brunswick, and Newfoundland. 

Usually, for one reason or another, you will find a good deal of 
criticism of American things in any part of the Dominion. But this, 
it seems to me, is Just a feature of international relations in general. 

I remember, sir, once presiding at a roundtable at Williamstown 
at which a very distinguished French observer was present, and at 
the end of a long series of seminars he said to me: 

Relations between Canada and the United States are not international rela- 
tions. It is family business. 

And his view of that relationship compared to what relationships 
between France and Italy, France and Germany, France and Spain 
were, and so on, gives some measure of the real seriousness. After 
all, sir, when the possibility of war between the two countries is ruled 
out, international relations lose a good deal of their news value for 
one thing, and also it is possible for a good deal of adverse commen- 
tary to go on without any serious results. 


PROSPECT OF CLOSER ECONOMIC COOPERATION BETWEEN CANADA AND THE 
UNITED STATES 


Senator SmrrnH. What you have just said recalls to me the times 
when I went. back to Canada—mostly for recreational purposes, I 
admit—and conversations I have had with a great many people active 
in business who often expressed this idea that it is a family quarrel 
between Canada and the United States rather than the kind of ani- 
mosity you might get and do get between some of the European states. 
That brings up the further question whether you would be in favor 
of 2 movement toward closer economic relations with Canada such as 
the movement now being established in Europe. 

Do you think such economic unity would be acceptable to the Ca- 
nadians? Ambassador Merchant did not seem to think the Canadians 
would want that. 

Mr. Corsert. I don’t know myself whether they would. May I re- 
turn again to the report of the Royal Commission ? 

They reported both in the preliminary and in their final statement 
that they would regard either a substantial increase or a substantial 
decrease in tariffs with the United States as highly inadvisable. And 
they see no prospect of an across-the-board reciprocity with the United 
States. 

They do entertain the possibility of a reduction of duties or mutua} 
abolition of duties on specific commodities. 

Senator Smirn. Thank you. 
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COMPARISON OF AMERICAN INVESTMENT IN CANADA TO CANADIAN 
INVESTMENT IN UNITED STATES 


The Cuarman. Senator Mansfield, do you have any questions? 

Senator Mansrietp. Yes, Mr. Chairman. 

Mr. Corbett, what is the total of American investment in Canada? 

Mr. Corserr. The figures given in the Brecher and Reisman book 
for 1955 were $10,500 million. The figures given in the Bank of 
Nova Scotia monthly report for March are $13.1 billion. So there 
has been an increase of more than $2 billion in the last few years. 

Senator Mansrretp. What is the extent of Canadian investments 
in the United States? 

Mr. Corsert. There I unfortunately haven’t got anything as recent. 
I have the notion that it is in the ielnctaod of $4 billion. I would 
not like to be quoted on that, but I believe that it is in that order of 
magnitude. 

enator Mansriecp. I had understood it was a little more, but I 
wasn’t sure. 

Mr. Corserr. I doubt if it is much more than $4 billion in the 
United States. The total foreign investment of Canada was in 1955 
just over $5 billion. 

Senator Mansrretp. Well, then that would seem to indicate in com- 
parison with American investments that maybe the Canadians on a 
population, area, and resource basis have a bigger investment in this 
country than we have in Canada. 

Mr. Corzetr. Oh, they have; proportionately it is about 2 to 1. 


WHY CANADIANS DON’T INVEST MORE IN CANADA 


Senator MansFrevp. Why is it that the Canadians haven’t invested 
more in their own country rather than going abroad, if we can use 
that term in relation to the United States, to invest such a huge pro- 
portion of their venture capital ? 

Mr. Corsert. They have invested venture capital in Brazil, in Mex- 
ico, Spain, a good many different countries. At home, as Mr. Mer- 
chant pointed out this morning, they have been more inclined to the 
bonds, less inclined to venture investments. 

This is a characteristic of the Canadian investor that is recognized 
by Canadians themselves in the Royal Commission report. They area 
little more cautious in general. The adventurous sort apparently fre- 
quently look for foreign realms of operation. 


AUTOMOBILE INDUSTRY AND HOTEL INVESTMENTS IN CANADA 


Senator Mansrretp. Now there has been talk about American in- 
vestments in Canada in the field of automobiles. That is understand- 
able because, as I recall, Canada has no automobile industry of its own 
which is purely Canadian. 

But it seems to me that not so long ago a well-known American 
hotel man, who has built hotels all over the world, built what I would 
assume is a multimillion dollar structure in Montreal. That I sup- 

ose is another indication of an American going into Canada and 
investing venture capital. 
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Now I am sure this man looks upon this hotel as a good investment. 
My question is: why didn’t the Canadians do this? 

Mr. Corserr. I we ould have great difficulty in answering that ques- 
tion, sir, beyond referring again to the greater quantity of and avail- 
ability of venture capital in this country. 

I should add, however, that there would undoubtedly have been 
more Canadian investment in Canadian industries if the parent Amer- 
ican companies had been willing to sell voting stock in them. I 
pointed out a recent agreement which it is hoped may result in greater 
Canadian purchase. 

Senator MansrietpD. May I express the hope that that will be the 

‘ase more and more as time goes on, and there will be more and more 
Canadian participation in these enterprises which are located in 
Canada. 

Just to set the record straight, the hotel man I had reference to was 
a Mr. Conrad Hilton, who did, I believe, open a hotel recently in 
Montreal. 


PROPOSED REORGANIZATION OF JOINT COMMITTEE ON TRADE AND COMMERCE 


You mentioned the creation of a subcabinet group to take over the 
affairs now handled by four American Cabinet members and their 
Canadian counterparts in Ottawa. I think that is a good idea, and 
what I assume you have in mind is something on the order of the In- 
ternational Joint Commission which is entrusted with a certain 
amount of responsibility, though not too much authority, in the 
administration of affairs along the northern border. 

I do think it is a good idea. And I would hope that if such a 
Commission were created, it would not be a haven for people just 
looking for a job, but would be staffed by Americans and Canadians 
interested in the development of better relations between the two 
countries and dedicated to the purposes of such a Commission on a 
continuing basis to replace the haphazard hit-and-miss basis which 
seems to be in evidence at the present time. 

What I want to say in conclusion, Mr. Chairman, is that Mr. 
Corbett is to be commended for the frankness of his statement, and 
I am sure that he had added to our education in things Canadian. 
I hope in turn that we have added something to his education in 
things American. Thank you. 


COMPARISON OF UNITED STATES AND CANADIAN INVESTORS 


The Cuatrman. Mr. Aiken, have you some questions? 

Senator Arken. Just one, Mr. Chairman. 

One thing which seems to be bothering Canadians more than almost 
anything else is the preponderance of American investment in devel- 
opment programs and new industrial plants 1 in Canada. This morn- 
ing Ambassador Merchant told us that Canadian investors very much 
prefer good sound bonds to stock in different companies, and they are 
excellent bankers, as we know. 

I noticed in the Caribbean that there was a branch Canadian bank 
in every place where there was an opportunity to do banking busi- 
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ness. I believe you said they have $5 billion invested in the United 
States. 

Mr. Corserr. Total foreign investment. 

Senator Arken. Total foreign investment, $5 billion. Of course, 
that is far and away a larger per capita investment than the people 
of the United States have, ‘and much of that investment is in Ameri- 
can companies. 

Mr. Corserr. Yes. 

Senator Arxen. They come to New York and buy stocks there 
as well as some bonds from time to time. Why is the Canadian 
investing public so reluctant to provide risk capital for the develop- 
ment of their own resources? Why do they prefer foreign invest- 
ments # 

Mr. Corserr. I don’t say that they do prefer foreign investments. 
I said that some of the risk Moe that might go into Canadian 
industries does go abroad, Brazil, Spain, Mexico, power companies, 
and it goes there, I take it, for reasons of profit. 

But let me return to the fact that less than 30 percent of Canadian 
industry is foreign owned, that Canadian capital is the capital of 70 
percent of Canadian enterpr ises. 

Senator Arxen. In other words, their industries are not so nearly 
foreign owned as in other countries ¢ 

Mr. Corserr. No; 25 percent American owned only. 

Senator Arken. But, as this matter has been discussed, we have 
been able to get a comparative picture of Canadian and American 
investors. There are 17 million Canadians with $5 billion in foreign 
investment. There are around 170 million people in the United States, 
but United States citizens don’t have foreign investments anywhere 
near in proportion to the Canadians. 

Mr. Corserr. That is true, sir. 

Senator Arken. It seems to me that if the Canadians wished 
greater voice or a greater investment in the subsidiaries of Ameri- 
ean corporations, whether they could buy them directly or not, they 
certainly could buy stock in the parent company on the New York 
stock market, and I expect they do that in fact to a considerable ex- 
tent. 

Mr. Corserr. There seem nevertheless, sir, to be substantial 
obstacles to their obtaining voting stock. 

Senator Humenrey. Will you “underscore that word again—what 
kind of stock ? 

Mr. Corserr. Voting stock, which gives control. 

Senator Aiken. I think American investors have that difficulty, 
too, in the same companies. I don’t think that is discrimination 
against Canadians. 


AMERICAN-RUN CANADIAN HOTEL 


Senator Mansrretp. Mr. Chairman, may I correct the record: 

The Cuarrman. Do you have another question ? 

Senator Mansrievp, No. I have just been informed that the hotel 
I referred to earlier was in fact built by the Canadian National Rail- 
ways, but they got an American hotel man to run it for them. Now 
I think that surely they must have good hotel men in Canada, who 
are capable of taking on that responsibility and making it a 100- 
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percent Canadian-run corporation. But that is neither here nor there. 
| just wanted to correct the record. 

The Cuarrman. A good example of hands across the border. 

Senator SMITH. May I add that I visited the Chateau Frontenac 
in Quebec. I have also visited many other places in the West where 
the Canadians have done a magnificent job, and they don’t need to 
be instructed on how to run hotels or places of recreation. 

The CHatmman. Dr. Corbett, we are very grateful to you for at- 
tending here and presenting your views to the committee. That will 
end the meeting today. 


COMPARATIVE PERCENTAGES OF UNITED STATES-CANADIAN INVESTMENTS 


Senator Humpurey. Mr. Chairman, just a moment, please. Before 
we lose this good witness, I want to ask just one question with ref- 
erence to investments. May I, sir? 

The CHarrMan. Yes. 

Senator Humpnrey. I understand that there is approximately $5 
billion in Canadian investments in the United States ? 

Mr. Corserr. That was the figure which I gave for 1955, total 
Canadian foreign investment. 

Senator Humpnrey. I understand there is approximately $10 bil- 
lion of United States investments in Canada. 

Mr. Corserr. Thirteen. 

Senator Humpnrey. Which is about 25 percent of the total. 

Mr. Corserr. Of investment in Canadian properties and enter- 
prises. 

Senator Humpurey. The point has been made here that, per capita, 
Canada has invested more in the United States than the United 
States has in Canada. 

Mr. Corperr. Yes. 

Senator Humpnrey. The question I want to ask is what percentage 
of the total invested capital in the United States is Canadian ¢ 

Mr. Corserr. What percentage ¢ 

Senator Humpurey. In other words, what is the impact on the 
total amount of invested capital in the United States of the $5 billion 
of Canadian investments? Is it 25 percent? 

Mr. Corserr. I would say not nearly that, sir, but I can’t give you 
the figure. 

Senator Humpuery. Is it 10 percent, do you think? 

Mr. Corsert. I don’t know what the percentage is. 

Senator Humpurey. Isn’t it true that it would be a very small 
percentage ¢ 

Mr. Corserr. I would imagine it to be a very small percent. 

Senator Humpurry. Therefore, regardless of whether there is a $5 
billion investment, which is a higher per capita of Canadian invest- 
ment in the United States, the fact is that it is not a significant eco- 
nomic factor in the United States in determination of economic policy. 

Mr. Corserr. I thiak I would agree with that, sir. 

Senator Humpnrey. Wouldn’t a 25-percent ownership of Canadian 
companies be a rather significant factor in the determination of eco- 
nomic policy in Canada ? 

Mr. Corserr. It is a significant factor. 
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INVESTMENT AND NATIONAL SPIRIT 


Senator Humpnrey. That is the point that I think we have to make. 
In this day and age when satiopelicin seems to be not a new factor, 
but at least a very obvious and emotional factor, isn’t it true that 
when the United States or any other country invests capital, it is 
bound to run into some difficulties because of the nationalistic fervor 
over the ownership and control of facilities ¢ 

Mr. Corserr. It is, sir. In some countries legislation is enacted to 
control the amount of control that the foreigner can acquire. 

Senator Humpnrey. The only reason I ask these questions is that 
it seems to me that we are going to find ourselves increasingly in two 
situations. 

One is where we invest as members of the United States community— 
where our country or its people invest a great deal abroad—and the 
attitude at home is going to be, “Well, we invested it; we ought to 
have the right to do more or less as we want to with it.” 

But in the other country the attitude is going to be, “We welcome 
your investment, but you are not going to have everything to say 
about how it is used.” 

Mr. Corsetr. That is right. 

Senator Humpurey. And I think our hearing today is helpful in 
this sense: That very little thought has as yet been given to the new 
relationships which exist between investment capital and the national 
spirit in all these new countries. Canada is unwilling to be a producer 
of raw materials any longer. 

Mr. Corserr. That is true. 

Senator Humpnrey. And the same is true of Ghana and Egypt and 
other young states. The Communists have made many countries feel 
that they ought to be industrialized. The Canadians on their own 
know that industrialization and economic development are highly de- 
sirable for them. 

Therefore they are going to be very careful, are they not, about 
who runs their businesses, not who invests in them ? 

Mr. Corprerr. There will be a tendency to greater care. The line 
of counsel given in the matter now is that they should be content 
with slower development on their own resources. So far there is no 
new controlling legislation in sight, so far as I know. 

Senator Humpnrey. Nothing on the legislative front ? 

Mr. Corsetr. No. 





CANADIAN PURCHASES OF VOTING STOCK 


Senator Humpurey. The question was asked about investment in 
securities and stocks. Do you have any information on the tendency 
or trend in Canada as to the purchase of ownership certificates, such 
as stocks in United States companies on the New York Stock Ex- 
change ¢ 

The Canadian dollar is worth more than ours, they tell me. I won- 
dered why they weren’t using it even though they didn’t get the voting 
stock. 

Mr. Corzerr. I know that there is considerable investment in Can- 
ada through the New York Stock Exchange, but I could not give you 
its statistical value. 
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Senator Humpurey. You don’t know whether the trend is up or 
leveling off? That is what I was primarily after. I wasn’t after the 
amount. 

Mr. Corserr. No, I couldn’t even give you the trend, sir, at the pres- 
ent time. 

Senator Humpurey. Thank you very much. 

The Cuatrman. Have you any more questions ? 

Senator Humpsrey. No, sir. 

The Cuamman. We are very much obliged, Mr. Corbett, as I said 
before, to you for your patience and your giving us all this time and 
good information which we will digest, I hope. 

The next foreign policy review ~ hes aring will be held a week from 
today, Friday, May 2 3, at 10 a. m., in room F-53 of the Capitol. At 
that time Mr. James P. W arburg, author and lecturer, will discuss 
United States policies respecting Europe. 

The committee now stands in adjournment. 

(Thereupon, at 4:05 p. m., the committee adjourned to reconvene 


Friday, May 28, 1958, at 10 a. m.) 


x 





